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Enclosed please find the recommendation of Administrative Law Judge Jane Rodda
The recommendation has been tiled in the form of an Opinion and Order on:

ARIZONA-AMERICAN WATER COMPANY
(RATES)

Pursuant to A.A.C. R14-3-1 l0(B), you may tile exceptions to the recommendation of
the Administrative Law Judge by filing an original and ten (10) copies of the exceptions with
the Commission's Docket Control at the address listed below by4:00p.m. on or before:

APRIL 28, 2008

The enclosed is NOT an order of the Commission, but a recommendation of the
Administrative Law Judge to the Commissioners. Consideration of this matter hastentatively
been scheduled for the Commission's Working Session and Open Meeting to be held on:

MAY 6, 2008 a nd MAY 7, 2008

For more information, you may contact Docket Control at (602) 542-3477 or the
Hearing Division at (602)542-4250. For information about the Open Meeting, contact the
Executive Secretary's Office at (602) 542-3931 .

/L
.3R.l c .  Mc IL
EXECUTIVE DIRECTOR

Alizona Corporation Commission

DO C K ETE D

APR 17  2008

I

\

n

1200 WEST WASHINGTON STREET; PHOENIX. ARIZONA esoov-zsav I 400 WEST CONGRESS STREET; TUCSON, ARIZONA 85701 -1347
www.azcc.Qov

Zi $.93



BEFORE THE ARIZONA CORPORATION COMMISSION

MIKE GLEASON, Chairman
WILLIAM A. MUNDELL
JEFF HATCH-MILLER
KRISTIN K. MAYES
GARY PIERCE

DOCKET no. W-01303A-07-0209

1

2 COMMISSIONERS

3

4

5

6

7

8

9

10

IN THE MATTER OF THE APPLICATION OF
ARIZONA-AMERICAN WATER COMPANY, AN
ARIZONA CORPORATION, FOR A
DETERMINATION OF THE CURRENT FAIR
VALUE OF ITS UTILITY PLANT AND
PROPERTY AND FOR INCREASES IN ITS
RATES AND CHARGES BASED THEREON FOR
UTILITY SERVICE BY ITS SUN CITY WATER
DISTRICT.

DECISION NO.

OPINION AND ORDER

May 16, 2007

Sun City West, Arizona

January 7-11, 2008

Phoenix, Arizona

Jane L. Rodda

Chairman Mike Gleason
Commissioner William Mundell
Commissioner Kristin Mayes
Commissioner Gary Pierce

Craig Marks, CRAIG MARKS PLC and
Paul Li, Arizona-American Water
Company, on behalf of Arizona-
American Water Co,

William Sullivan, CURTIS, GOODWIN,
SULLIVAN, UDALL & SCWHAB,
P L C ,  o n  b e h a l f  o f  T h e  T o w n  o f
Youngtown,

11

12 DATE OF PUBLIC COMMENT:

13 PLACE OF PUBLIC COMMENT:

14 DATE oF HEARING:

15 PLACE 012 HEARn~1G¢

16 ADMINISTRATIVE LAW JUDGE:

17 IN ATTENDENCE

18

19
20 APPEARANCES:

21

22

23

24

25

26

27

28

Daniel Pozefsky, Sta ff  Counsel, on
behalf of the Residential Utility
Consumer Office, and

Robin Mitchell and Keith Layton, Staff
Attorneys, Legal Division, on behalf of
the Utilit ies Division of the Arizona
Corporation Commission.

S:\Jane\RATES\2008\AZ Amer Sun City ROO.doc 1



DOCKET no. W-01303A-07-0209

1

2 I. P rocedura l His tory

3 On April 2, 2007, Arizona -Ame rica n Wa te r Compa ny ("Arizona -Ame rica n" or "Compa ny")

4 file d a n a pplica tion for a  ra te  incre a se  for its  S un City Wa te r Dis trict.

5 On April 30, 2007, the  Commis s ion's  Utilitie s  Divis ion ("S ta ff") file d a  le tte r s ta ting tha t the

6 a pplica tion me t the  s ufficie ncy re quire me nts  outline d in  A.A.C. R14-2-103, a nd cla s s ifying the

7 Compa ny a s  a  Cla s s  A utility.

8 On Ma y 16, 2007, the  Commis s ion conve ne d a  S pe cia l Ope n Me e ting for the  purpos e  of

9 ta king public comme nt on the  ra te  incre a s e  in this  ma tte r a s  we ll a s  Docke t No. WS -01303A-06-

10 0491, Arizona -Ame rica n's  the n pe nding ra te  ca se  for its  S un City a nd S un City We s t Wa s te wa te r

11 Dis tricts .

12 By P roce dura l Orde r da te d J une  5, 2007, the  Commis s ion s e t the  ma tte r for he a ring on

13 Ja nua ry 7, 2008, e s ta blishe d proce dura l guide line s  a nd de a dline s  for filing te s timony a nd gra nte d

14 inte rve ntion to  the  Re s ide ntia l Utility Cons ume r Office  ("RUCO") a nd the  S un City Ta xpa ye rs

l5 Associa tion, Inc. ("SCTA") .

16 On S e pte mbe r 13, 2007, the  Commis s ion gra nte d inte rve ntion to the  Town of Youngtown

17 ("Youngtown" or "T0Wn")l

18 On S e pte mbe r 19, 2007, Arizona -Ame rica n file d Notice  of Filing Affida vit of P ublica tion,

19 indica ting tha t notice  of the  hea ring in this  ma tte r was  published on September 11, 2007, in the  Da ily

20 Ne ws -S un.

21 On S e pte mbe r 21, 2007, Arizona -Ame rica n file d Notice  of Filing Affida vit of Cus tome r

22 Notice , indica ting tha t the  notice  of the  he a ring ha d be e n ma ile d to Arizona -Ame rica n's  S un City

23 Dis trict cus tomers .

24 On Octobe r 3, 2007, William E. Downey of Sun City, Arizona , filed a  Motion to Inte rvene .

25 On Octobe r 15, 2007, RUCO tile d the  Dire ct Te s timony of Ma ryle e  Dia z Corte z, Willia m

26 Rigs by a nd Timothy Cole y; Youngtown file d the  Dire ct Te s timony of Ma yor Micha e l Le Va ult a nd

27 De puty Fire  Ma rs ha ll Ke n Rice , a nd S ta ff file d the  Dire ct Te s timony of Ale xa nde r Iggie , S te phe n

28 Irvine  on cos t of ca pita l a nd Dorothy Ha ins .

B Y THE  C O MMIS S IO N:
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1 On Octobe r 19, 2007, the  Commiss ion granted inte rvention to Mr. Downey.

2 On Octobe r 29, 2007, S ta ff file d a n Erra ta  for Mr. Irvine 's  cos t of ca pita l te s timony file d on

3 Octobe r 15, 2007, a nd a lso file d Mr. Irvine 's  Dire ct Te s timony on ra te  de s ign a nd Mr. Iggie 's  Dire ct

4  Te s timony addressing the re vis ion to S ta ffs recommended revenue requirement a nd

5 recommendations regarding the  Company's  request for a  Public Safe ty Surcharge  Mechanism.

6 On Octobe r 29, 2007, RUCO filed Mr. Coley's  Direct Tes timony on ra te  de s ign.

7 On Nove mbe r 30, 2007, Arizona -Ame rica n file d the  Re butta l Te s timony of Linda  Gutowski,

8 Bra dle y Cole , Cindy Da tig, a nd Thoma s  Brode rick.

9 On De ce mbe r 14, 2007, RUCO tile d the  S urre butta l Te s timony of Ms . Dia z Corte z, Mr.

10 Rigs by a nd Mr. Cole y; S ta ff file d the  S urre butta l Te s timony of Mr. Iggie , Ms . Ha ins , a nd Mr. Irvine ,

11 and Youngtown filed the  Surrebutta l Tes timony of Mayor LeVault.

12 On December 11, 2007, the  SCTA filed a  reques t to withdraw from inte rvenor s ta tus  because

13 it wa s  not re pre se nte d by a n a ttorne y a s  re quire d by Arizona  S upre me  Court Rule s  31 a nd 38 a nd

15 On De ce mbe r 21, 2007, Arizona -Ame rica n tile d the  Re joinde r Te s timony of Mr. Brode rick,

16 Ms . Gutwoski a nd Jose ph E. Gross .

17 On J a nua ry 3, 2008, the  Commis s ion conducte d a  P re -He a ring Confe re nce  to s che dule

18 witne sse s . The  Commiss ion gra nte d the  SCTA re que s t to withdra w a s  a n inte rve nor a nd invite d it to

19 pre s e nt its  pos ition Mough public comme nt.

20 The  he a ring  conve ne d  a s  s che du le d  on  J a nua ry 7 ,  2008 , be fo re  a  du ly a u tho rize d

21 Adminis tra tive  La w Judge. At the  commencement of the  hea ring, the  Commiss ion hea rd comments

22 from a  numbe r of Arizona -Ame rica n S un City Wa te r Dis trict cus tome rs , including the  S CTA. In

23 addition, during die  public comment segment of the  hea ring, Mr. Downey withdrew a s  an inte rvenor

24 a nd provide d public comme nt.

25 On January 14, 2008, Arizona-American filed Fina l Schedules .

26 On J a nua ry 16, 2008, S ta ff file d its  pos t-he a ring e xhibit on the  bill impa ct of die  propos e d

27 surcharge.

28 On Ja nua ry 18, 2008, Arizona -Ame rica n file d la te -file d Exhibits  A-14, A-l5 (re vise d) a nd A-

3 DECIS ION no.
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1 16, conce rning the  Compa ny's  inve s tme nt policy conce rning fire  How inve s tme nts , its  re vis e d

2 ca lcula tion of the  e s tima te d bill impa ct of the  fire  flow proje ct, a nd s ta tus  of low income  progra ms  in

3 Arizona -Ame rica n's  re gula te d s ta te s .

On January 22, 2008, RUCO filed its  fina l post-hearing schedules  and fina l ra te  des ign.

On J a nua ry 25, 2008, Arizona -Ame rica n file d a  Re s pons e  to a  billing is s ue  ra is e d during

4

5

6 public  comme nt.

On Fe brua ry 1, 2008, Youngtown file d la te -tile d e xhibits  conce rning fire  los s e s  a nd fire

14

15 Ariz o n a -Ame ric a n  is  th e  la rg e s t,  in ve s to r-o wn e d  wa te r u tility in  Ariz o n a ,  s e rvin g

16 a pproxima te ly 131,000 cus tome rs  in va rious  dis tricts  loca te d throughout the  s ta te . The  S un City

17 Wa te r Dis trict is  Arizona -Ame rica n 's  s e cond la rge s t wa te r dis trict s e wing a pproxima te ly 23,000

18 cus tome rs . The  S un City Wa te r Dis trict cove rs  roughly 18 squa re  mile s  a nd include s  a ll of S un City

19 a nd the  Town of Youngtown, a s  we ll a s  sma ll s e ctions  of the  citie s  of P e oria  a nd S urprise . The  S un

20 City Wa te r Dis trict s ys te m wa s  built in the  1960s  a nd origina lly owne d a nd ope ra te d by Citize ns

21 Utilitie s . In 1993, Citize ns  Utilitie s  purcha se d the  Youngtown S ys te m a nd inte rconne cte d it with the

Ame rica n purcha se d the  Sun City Wa te r Dis trict from Citize ns  Utilitie s  in

7

8 sprinlder system costs .

9 On Februa ry 13, 2008, RUCO, Youngstown, S ta ff and Arizona-American filed Clos ing Brie fs .

10 On Februa ry 27, 2008, RUCO, Youngtown and S ta ff filed Reply Brie fs .

l l On Fe brua ry 28, 2008, Arizona -Ame rica n file d its  Re ply Brie f.

12 In April 2008, the  Commis s ion re ce ive d a pproxima te ly 60 a dditiona l e ma ils  from S un City

13 res idents  opposed to the  fire  flow improvement project.

II. Ba ckground of Applica nt

22 Sun City System. Arizona-

23 2003 u

24 Arizona-American's Sun City Water District's current rates were set in Decision No. 67093

25 (June 20, 2004).

26

27

28

III. Summary of Requested Rate  Increase

In the  Test Year ended December 31 , 2006, Arizona-American experienced Opera ting Income

4 DECIS ION NO.



DOCKET NO. W-01303A407-0209

1 of $755,506, on total revenues of $7,688,479.1 Based on an adjusted end of Test Year Original Cost

2 Rate Base ("OCRB") of $25,395,922, Arizona-American had a rate of return of 2.99 percent.

3 The Company requests total revenues of $9,711,596, an increase in annual water revenues of

4 $2,023,117, or 26.3 percent. Based on Company-adjusted Operating Expenses of $7,758,974

5 Arizona-American would earn an Operating Income of $l,952,622, a 7.7 percent rate of return on

6 adjusted ocRB.2

7

8 discre tionary capita l improvements  in Arizona  without prompt ra te  re lie f. It s ta tes  tha t its  parent

9 company, American Water, has  supported Arizona-American's  s ta tewide  opera tions with capita l

10 infusions of $125 million since the late  1990's , of which the Sun City Water District's  portion is  not

11 yet in rate base. In addition, for all of its Arizona operations Arizona-American claims it is facing the

12 prospect of substantial re ds due in 2008 to Pulte Homes, for the Anthem development, substantial

13 construction costs associated with the White Tanks Regional Water Treatment Plant, and arsenic-

14 remediation investments in 2006. The Company claims that without a special funding mechanism it

15 does  not have  the  financia l ability, even with the  ra te  increase  reques ted, to make  the  fire  flow

16 improvements that were recommended by the Youngtown/ Sun City Fire Flow Task Force that was

17 created by Decision No. 67093 (June 30, 2004). Thus, in addition to the requested rate  increase,

18 Arizona-American seeks approval of a Fire Flow Cost Recovery Mechanism ("FCRM") to allow it to

19 make facility upgrades to effectuate the capital improvement plan adopted and recommended by the

20 Youngtown /Sun City Fire Flow Task Force.

2 1

Arizona-American asserts that its  financial condition is so strained that it cannot make any

RUCO recommends a revenue increase of $1,806,508 for the Sun City Water District, for

22 total Revenues of $9,496,831, and Operating Income of $1,865,119, a 7.36 percent rate of return on

23 an adjusted OCRB of $25,341,290.3 Moreover, RUCO recommends against adopting the FCRM,

24 on the grounds that the improvements are discretionary, and at a time of increasing utility costs,

25 ratepayers should not be burdened wide the cost of discretionary projects.4 RUCO believes that

26

27

28

2 Exhibit LJG F-1, Arizona-American F'mal Schedules  filed January 14, 2008.
3 RUCO final schedules , TJC-1, Hled January 22, 2008.
4 RUCO Opening Brief a t 2.

5 DECISION NO.
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1 because  these  projects  a re  discre tiona ry, Arizona -American, or pa rtie s  reques ting them, such a s  the

2 Town, s hould fund the m.

3 Sta ff recommends a  revenue  requirement of $9,632,551, an increase  of $1,944,072, or 25.28

4 pe rce nt, ove r Te s t Ye a r re ve nue s .5 S ta ffs  re comme nde d ra te s  re s ult in  Ope ra ting Income  of

5 $1,922,490, or a  7.60 percent ra te  of re turn on an adjusted OCRB of $25,295,921 .6 Staff supports  the

6 imple me nta tion of the  FCRM be ca us e  S ta ff be lie ve s  the  fire  flow proje ct is  ne ce s s a ry for public

7 safe ty.

8 Youngtown, a  me mbe r of the  Ta s k Force , did not ta ke  a  pos ition on the  re que s te d ra te

9 increa se , but offe red te s timony and a rgument in favor of the  FCRM.

10 The  Commiss ion re ce ive d a  numbe r of writte n comme nts  conce rning the  ra te  incre a se  a nd

l l propose d fire  flow proje ct. Mos t cus tome rs  a re  conce rne d with the  ma gnitude  of the  e ffe ct on the ir

12 bills  from the  ra te  incre a se  in a ddition to the  propose d surcha rge . P ublic Comme nt re ve a le d tha t a t

13 le a s t a mong the  me mbe rs  of the  community a ppe a ring be fore  the  Commis s ion, the re  is  a  s plit of

14 opinion  on  d ie  FCRM. Thos e  oppos ing the  fire  flow improve me nt proje ct did not be lie ve  the

15 improve me nts  we re  ne ce ssa ry, nor tha t the  cos ts  should be  borne  by a ll cus tome rs  in the  Sun City

16 Wa te r Dis trict. The  SCTA, one  of the  me mbe rs  of the  Ta sk Force , supports  the  ne e d for the  fire  flow

17 improve me nts  but did not support the  propose d re cove ry me cha nism. SCTA be lieved tha t the  cos t

18 of the  fire  flow improvements  should be  recove red through the  traditiona l ra te  making process .7 The

19 S un City Re cre a tion Associa tion, a lso a  me mbe r of the  Ta sk Force , a nd which a gre e d to the  Ta sk

20 Force 's  findings , expressed the  opinion tha t each a rea  should pay for its  own improvements .8

2 1 IV. The  Ra te  Ca s e

2 2 A. Ra te  Ba s e  Is s ue s

23 Arizona -Ame rica n  a nd S ta ff a gre e  on  a n  a djus te d  ra te  ba s e  of $25,295,922 RUCO

24 re comme nds  a  ra te  ba se  of $25,34l,290. The  diffe re nce  be twe e n RUCO a nd Arizona -Ame rica n a nd

25 S ta ff is  tha t RUCO include s  $45,368 for ca sh working ca pita l. Arizona -Ame rica n did not pe rform a

26

27

2 8

s Ex s-22 Iggie Surrebuttal.
6 ld.
7 Tr at 10-11.
8 Tr at 38.

6 DECISION NO.
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1 lead-lag s tudy and did not request an a llowance  for cash working capita l.

2 RUCO argues tha t the  Company's  request for a  zero cash working capita l ba lance  is  not based

3 on an objective  ana lys is  or the  Company's  cash working capita l needs . RUCO adopted and adjus ted

4 the  le a d/la g s tudy the  Compa ny de ve lope d for its  Moha ve  Dis trict ra te  a pplica tion for us e  in die s

5 proce e ding.9 RUCO be lie ve s  tha t a  la rge  portion of the  e xpe ns e s  a re  incurre d a t the  Compa ny's

6 centra l/corpora te  headqua rte rs , and a re  common to both the  Mohave  and Sun City Dis tricts , so tha t

7 the  s tudy pe rforme d for the  Moha ve  Dis trict is  a pplica ble  to the  S un City Dis trict. RUCO a rgue s

8 Er tha t the  us e  of a  le a d/la g s tudy is  not bia s e d towa rds  ra te pa ye rs  or s ha re holde rs . RUCO

9 be lie ve s  the  a djus te d le a d/la g s tudy it utilize s  in this  ca se  is  a ppropria te  a nd the  be s t indica tor of the

10 Compa ny's  working ca pita l re quire me nts .

11 RUCO a ttempts  to liken the  adjus tments  it made  to the  Mohave  Dis trict le ad/lag s tudy in this

12  ca s e  to  the  a d jus tme nts  it ma de  to  the  le a d /la g  s tudy pre pa re d  in  con junction  with  Arizona -

13 Ame rica n's  P a ra dis e  Va lle y ra te  ca s e  in Docke t No. WS -0l303A-06-0014.10 Howe ve r, in  the

14 P a ra dis e  Va lle y ca s e , a s  re porte d by RUCO, the  le a d/la g s tudy ha d be e n initia lly pre pa re d by the

15 Company for the  Pa radise  Va lley ra te  ca se , but ultima te ly not pursued by the  Company. Tha t is  not

16 the  s itua tion he re . We  find tha t it is  ina ppropria te  to utilize  the  le a d/la g s tudy pe rforme d for a nothe r

17 entity tha t is  loca ted some  dis tance  from the  applicant dis trict, and which was  prepa red seve ra l yea rs

18 earlie r, to de te rmine  the  a llowance  for cash working capita l in this  case .

19 The  Commis s ion ha s  tra ditiona lly re quire d Cla s s  A utilitie s  to pe rform a  le a d/la g s tudy to

20 support a  reques t for an a llowance  for working capita l, but the  Commiss ion has  not required tha t such

21 s tudy be  pe rforme d if no a llowa nce  is  re que s te d. In this  ca s e , we  do not find RUCO's  e vide nce

22 pe rs ua s ive  a nd will a dopt the  pos ition of S ta ff a nd the  Compa ny for a  ze ro ba la nce  Ca s h Working

23 Ca pita l Allowa nce .

24 Cons e que ntly, the  Commis s ion a dopts  a n OCRB of $25,295,922 The  Compa ny did not

25 reques t a  recons truction cos t new ra te  base  for the  Sun City Wate r Dis trict, so we  adopt its  OCRB as

26 the  S un City Wa te r Dis trict's  fa ir va lue  ra te  ba se  ("FVRB") in this  proce e ding.

27

28

9 The Commission approved the Mohave District rates in Decision No. 69440 (May 1, 2007), which used a test year
ending June 2005.
10 RUco Reply Brief at 7-8.

7 DE CIS IO N n o .
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1

2 1. Revenue  Annua liza tion

3 RUCO annua lized the  Company's  Test Year revenues  to a  year-end customer leve l to achieve

4  wha t it c la ims  is  a  more  a ccura te  a ccounting  of re ve nue  on  a  go ing-forwa rd  ba s is . RUCO's

5 a djus tme nt incre a s e d re ve nue s  from wa te r s a le s  by $l,844, from $7,578,436 to $7,580,280. The

6 Company did not annua lize  revenues  because  it a s se rts  the  Sun City Wa te r Dis trict ha s  expe rienced

7 virtua lly no growth. RUCO a rgue s  tha t a lthough growth wa s  sma ll, the  Dis trict did e xpe rie nce  some

8 growth, and annualizing revenues is  proper ra temaking procedure .

9 Arizona -Ame rica n  a s s e rts  tha t if the  Commis s ion  a nnua lize d  re ve nue s , it s hould  a ls o

10 annua lize  expense s , and proposed adjus tments , tha t would increa se  ope ra ting expense s  by $2,649.

l l RUCO had no objection to annua lizing expenses , but did take  issue  with the  Company's  ca lcula tions .

12 RUCO re ca lcula te d the  a nnua liza tion of e xpe nse s  to yie ld a  tota l e xpe nse  a nnua liza tion of $1,034.

13 Thus , RUCO recommends  adopting a  ne t increase  in revenues  of $810. The  Company continues  to

14 be lieve  tha t annua liza tion is  not appropria te , but concedes  tha t RUCO's  ca lcula tions  a re  correct.

15 We  find tha t the  propose d a djus tme nt of $810 is  imma te ria l for a  Compa ny with Te s t Ye a r

16 re ve nue s  of ove r $7.5 million. While  RUCO's  me thodology a nd ca lcula tions  ma y be  corre ct, a n

17 incre a s e  of only 30 re s ide ntia l cus tome rs  in a n a re a  tha t is  e s s e ntia lly built-out doe s  not ma te ria lly

18 a ffect the  revenue  requirement. The  ca lcula tion adds  an unnecessa ry degree  of unce rta inty without

19 comme nsura te  be ne fit. Thus , we  de cline  to a dopt RUCO's  re comme nde d a djus tme nt, a nd find the

20 Te s t Ye a r re ve nue s  to be  $7,688,479

21 ,2 . Property Tax Expense

22 S ta ff a nd Arizona -Ame rica n a gre e  on the  me thodology to us e  to ca lcula te  the  a ppropria te

23 P rope rty Ta x Expe nse , a nd a ny diffe re nce  in the  re comme nde d a mount for P rope rty Ta x Expe nse

24 re sults  from S ta ffs  s lightly lowe r re ve nue  de ficie ncy, a s  we ll a s  to a  le s s e r e xte nt to S ta ff including

25 the  ne t book va lue  of transporta tion equipment tha t the  Company omitted. The  diffe rence  in the  Tes t

B. Operating Income

26 Year under current rates is $32,528.

27

28 Expense.

Arizona -Ame rica n  a nd RUCO dis a gre e  on  the  me thodology to  ca lcula te  P rope rty Ta x

RUCO a dvoca te s  us ing  the  Arizona  De pa rtme nt of Re ve nue  ("ADOR") formula  to

8 DECIS ION NO.
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1 estimate property taxes. RUCO states the ADOR formula multiplies the average of the utility's three

2 previous years of reported gross revenues by a factor of two. RUCO asserts that the ADOR formula

3 would reduce the Company's Property Tax Expense by $25,999. Because the Commission has not

4 adopted RUCO's proposal in the  past, RUCO proposes an a lternative  methodology to utilize  two

5 years  of his toric da ta , ins tead of three , and one  year of "RUCO's  proposed leve l of Revenue ."

6 RUCO claims the Commission approved this  methodology in Decision No. 64282 (December 28,

7 2001), which was the rate case for Arizona Water Company's Northern Group. RUCO believes this

8 methodology results in a better estimate of future property taxes than that proposed by the Company,

9 which utilizes two years of the adjusted test year revenues and one year of the proposed revenues.

10 RUCO claims the Company's proposed methodology allows the Company to over-collect for many

ll years  before  the  actua l assessment would ca tch up with the  Company's  2008 projected revenue.

12 RUCO states that using its alternative proposal would reduce the Company's Property Tax Expense

13 by $4,912.

14 Arizona-American argues that RUCO's proposal in this case, which is slightly different than

15 its past proposals to use three years of historic data, still relies heavily on the historic data. Arizona-

16 American asserts that the Commission has repeatedly rejected RUCO's past proposals to utilize three

17 years of historic data, and should reject RUCO's modified proposal in this case because the heavy

18 reliance on historic revenues will understate the actual property tax expense.

19 In recent years  the  Commission has  consis tently utilized the  methodology of ca lcula ting

20 Property Tax Expense that has been advocated by the Company and Staff. This is the methodology

21 we adopted in the recent ra te  case for Arizona-American's  Sun City Wastewater District and Sun

22 City West Wastewater District in Decision No. 70209 (March 20, 2007). Although we appreciate

23 RUCO's efforts  to continue to work to find the best possible  workable  estimate  of actual Property

24 Tax Expense, and look forward to reviewing the evidence resulting from RUCO's study, we are not

25 convinced that RUCO's proposed methodological modification warrants deviating from our recent

26 practice for calculating this expense.

27 Arizona -Ame rica n did not dis pute  S ta ff's  ca lcula tion us ing the  ne t book va lue  of

28 transportation equipment, and we will utilize Staffs methodology.
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1 3. Annua l Ince ntive  P a y ("AlP ")

2 RUCO propos e s  to dis a llow 30 pe rce nt of the  Annua l Ince ntive  P a y Expe ns e , or $32,230.

3 RUCO s ta te s  tha t its  adjus tment re flects  the  Commiss ion's  recent ra te  orde r for Arizona -American's

4 P a ra dis e  Va lle y Wa te r Dis trict in De cis ion No. 68858 (J uly 28, 2006). RUCO's  a djus tme nt re fle cts

5 tha t portion of the  Annua l Ince ntive  P la n dire ctly re la te d to fina ncia l pe rforma nce , ra the r tha n to

6 ope ra tiona l a nd individua l pe rforma nce  me a s ure s . In the  P a ra dis e  Va lle y Dis trict ra te  ca s e , the

7 Commis s ion a dopte d RUCO's  pos ition tha t die  prima ry be ne ficia rie s  of the  Compa ny me e ting

8 financia l ta rgets  are  the  shareholders.

9 Arizona -Ame rica n  a rgue s  tha t RUCO's  re lia nce  on  the  P a ra d is e  Va lle y de c is ion  is

10 unfounde d be ca us e  Lmlike  the  P a ra dis e  Va lle y s itua tion, the  S un City Wa te r Dis trict is  a  forme r

l l Citize ns  Utilitie s  p rope rty a nd  Arizona -Ame rica n  is  unprofita b le  in  th is  Dis tric t. He nce , the

12 Compa ny a rgue s  a ny incre a se  in ne t income  a ttributa ble  to e mploye e s  a chie ving fina ncia l ta rge ts

13 only he lps  reduce  losses , and not crea te  profit. Arizona-American asse rts  this  reduces  ongoing equity

14 e ros ion a nd he lps  Arizona -Ame rica n to a chie ve  the  sha re d goa l of a  40 pe rce nt e quity ra tio. Thus ,

15 Arizona -Ame rica n a rgue s  it is  a ppropria te  to re wa rd e mploye e s  for re ducing los se s  a nd he lping to

16 cre a te  a  he a lthie r utility, which be ne fits  cus tome rs .

17 RUCO a sse rts  tha t the  Compa ny's  a rgume nts  a re  without me rit. Firs t, RUCO s ta te s  it is  not

18 true  tha t die  Company is  unprofitable , a s  in the  Tes t Yea r, and two previous  yea rs , the  Company had

19 a  pos itive  ne t ope ra ting income . S e cond, RUCO s ta te s  the  Dis trict's  profita bility is  irre le va nt. The

20 AlP  progra m is  the  s a me  ince ntive  progra m in  a ll of Arizona -Ame rica n 's  d is tricts , a nd if s ome

21 dis tricts  we re  cons is te ntly ope ra ting a t a  los s , RUCO be lie ve s  it is  difficult to  ima gine  tha t the

22 Company would be  paying out rewards  for not hitting ea rnings  ta rge ts . Furthe rmore , RUCO asse rts

23 sha reholde rs  a lso bene fit from the  increased profits  of a  hea lthie r utility and should bea r a  portion of

24 the  AlP  cos ts .

25 We  a gre e  with RUCO. Shareholde rs  a re  the  primary beneficia rie s  of the  Company mee ting

26 financia l ta rge ts , and should sha re  in the  cos t of the  AlP . The  Company's  a rguments  do not convince

27 us  tha t the  fina ncia l condition of the  S un City Wa te r Dis trict wa rra nts  de via ting from our e a rlie r

28 practice  in the  Pa radise  Va lley and Sun City Was tewa te r and Sun City Wes t Was tewa te r ra te  ca se s .
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1 Consequently, we  adopt RUCO's  adjustment of $32,230.

2  4 . Maintenance Expense

3 On De ce mbe r 14, 2007, S ta ff re comme nde d a  $27,254 a nnua l a mortiza tion e xpe ns e  to

4 ~recover defe rred tank maintenance  expense .u Arizona -Ame rica n a cce pte d S ta ffs  re comme nde d

5 leve l of tank-maintenance  expense . RUCO did not.

6 RUCO s ta te s  tha t this  a djus tme nt wa s  file d la te  a nd RUCO did not ha ve  a de qua te  time  to

7 ve rify or a na lyze  the  a djus tme nt a nd the  Compa ny did not provide  RUCO with sufficie nt supporting

8 da ta  to ve rify this  e xpe nse .

9 Arizona -Ame rica n s ta te s  tha t it firs t re que s te d re cove ry of this  e xpe ns e  on Nove mbe r 30,

10 2007, a s  pa rt of its  Re butta l Te s timony. Arizona -Ame rica n s ta te s  tha t RUCO did not a ddre s s  the

11 is s ue  in its  S urre butta l Te s timony. Be ca us e  the  a mount of the  e xpe ns e  wa s  s upporte d by two

12 witne s s e s , a nd RUCO did not pre s e nt a ny contra ry e vide nce , Arizona -Ame rica n a rgue s  tha t the

13 Commission should accept the  amount.

14 RUCO d o e s  n o t p ro vid e  a n y d e ta ils  o n  wh y d ie  s u p p o rtin g  d a ta  p ro vid e d  to  it wa s

15 insufficie nt. The  a djus tme nt wa s  propose d in sufficie nt time  for the  pa rtie s  to a na lyze  it. Ba se d on

16 Staff' s  recommendation, we adopt this  adjustment to Maintenance  Expense .

1 7  5 . Ra te  Case  Expense  Amortiza tion

18 All pa rtie s  a gre e  on the  tota l a mount of a llowa ble  ra te  ca s e  e xpe ns e . Arizona -Ame rica n

19 a cce pts  S ta flf's  re comme nda tion to a mortize  the  e xpe nse  ove r four ye a rs . RUCO did not a cce pt the

20 propos a l, a nd re comme nds  a mortizing the  e xpe ns e  ove r thre e  ye a rs . RUCO's  a djus tme nt would

21 increase  Rate  Case Expense by $7,856 from $23,566 to $31,422.

22 RUCO is  concerned tha t under a  four year amortiza tion schedule , the  Company may seek ra te

23 re lie f be fore  the  Company would fully re cove r its  ra te  ca se  expense s  in this  ca se . RUCO note s  tha t

24 the  Compa ny origina lly re que s te d a  thre e  ye a r a mortiza tion a nd ha s  s ta te d tha t if the re  a re  a ny

25 unamortized ra te  ca se  expenses  it would seek recove ry of those  in the  next ca se .12 Both S ta ff and

2 6  RUCO b e  o n  re co rd  a s  o p p o s in g  th e  Co mp a n y's  s u g g e s tio n  th a t it co u ld  s e e k re co ve ry o f

27

28
11 Ex s-22, Iggie Surrebuttal at 9:14-17.
12 Ex A-5 Borderick Rejoinder at 6.
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1

2

3

4

5

6

7

una mortize d ra te  ca s e  e xpe ns e  if it file d its  ne xt ra te  ca s e  prior to 2012.13 RUCO s ta te s  tha t a llowing

a  utility to re -a mortize  prior ra te  ca s e  e xpe ns e  would in e s s e nce  a llow the  utility to "re cove r ra te s  tha t

a re  no longe r in e ffe ct"l4 a nd be  ine quita ble  a nd unfa ir to ra te pa ye rs .

We  be lie ve  tha t a  four ye a r a mortiza tion of ra te  ca se  e xpe nse  is  re a sona ble . The re  is  a lwa ys  a

ris k in  de te rm ining a n a ppropria te  Ra te  Ca s e  Expe ns e  tha t the  s e le c te d a m ortiza tion pe riod will be

too long or too s hort,  re s ulting in ove r or unde r re cove ry of the  Ra te  Ca s e  Expe ns e . We  do not ha ve

to de c ide  the  is s ue  of whe the r the  Com pa ny would be  e ntitle d to  s e e k re cove ry of a ny una m ortize d

8 portion of ra te  ca s e  e xpe ns e  a t this  tim e , a s  it is  only s pe cula tion whe the r s uch re que s t will e ve r be

9 m a de . Mos t dis cus s ion a t the  he a ring a ntic ipa te d a  ra te  filing in 2012 to re cove r the  fire  flow proje ct

10 cos ts  in  ra te  ba s e . We  find tha t the  four ye a r e s tim a te  of whe n the  ne xt ra te  ca s e  will be  file d to  be

l l re a sona ble , a nd thus , we  a dopt the  Compa ny's  a nd S ta ff' s  pos ition.

12 6. Mis ce lla ne ous  Expe ns e

13

14

15

16

17

RUCO re comme nds  a  ne t Misce lla ne ous ' Expe nse  disa llowa nce  of $4,221. Ne ithe r Arizona -

Ame rica n nor S ta ff a dopte d this  dis a llowa nce . RUCO's  a djus tme nt re move d e xpe nse s  a s socia te d

with gifts , flowe rs  a nd a wa rds , be lie ving tha t the se  e xpe nse s  a re  a ppropria te ly the  re spons ibility of

sha reholde rs , not ra tepayers . The  Company does  not appear to dispute  RUCO's  pos ition concerning

gifts , flowers  and awards .l5

18 RUCO's  a djus tme nt to Misce lla ne ous  Expe nse s  to re move  e xpe nse s  a s socia te d with gifts ,

19 flowe rs  a nd a wa rd is  a ppropria te  a nd we  will a dopt it.

20 7. S umma ry of Te s t Ye a r Ope ra ting Income

2 1
$7,688,479

22

$6,966,925
(32,230)
(4,221)
2.499

23

Tota l Te s t Ye a r Re ve nue s
S ta ff Adjus te d Ope ra ting Expe nse s16
AlP
Mis c . Expe ns e
Adjus tme nt to Income  Ta xe s
Tota l Dpe ra ting Expe ns e s
Adjus te d Te s t Ye a r Ope ra ting Income

$6,932,973
$755,506

24

25

26

27

28

13 Iggie Executive Summary tiled January 4, 2008.
14 RUCO Opening Brief at 21 .
15 RUCO had initially also removed $184 associated with meals, which the Company specifically disagreed with. Ex A-7
Gutowski Rebuttal at 11-12. RUCO subsequently agreed to add back the $184 associated with meals. Ex R-7 at 33.
16 Except as discussed herein, we find Staffs adjustments to Operating Expenses as reflected in Su1Tebuttal Testimony to
be reasonable. Staff made a total of six adjustments to Operating Expenses resulting in a net increase of $17,758.
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1

2 1. Capita l S tructure

3 Arizona -Ame rica n supports  a  ca pita l s tructure  of 58.3 pe rce nt de bt a nd 41.7 pe rce nt e quity.

4 This  re flects  an equity infus ion of $15,000,000, which was  comple ted in December 2007.

5 S ta ff s upports  a  ca pita l s tructure  compris e d of 61.0 pe rce nt de bt a nd 39.0 pe rce nt e quity.

6 S ta ff a lso include s  the  $15,000,000 e quity infus ion in 2007. The  ma in diffe re nce  be twe e n S ta ff a nd

7 Arizona -Ame rica n is  S ta ff's  inclus ion of $28,124,006 of s hort-te rm de bt in  Arizona -Ame rica n 's

8 ca pita l s tructure .

9 RUCO s upports  a  ca pita l s tructure  of 57.7 pe rce nt de bt a nd 42.3 pe rce nt e quity. RUCO

10 a sse rts  tha t whe the r to include  short-te rm debt in a  company's  capita l s tructure  should be  cons ide red

11 on a  case-by-case basis. Based on the  facts  of this  case , RUCO recommends  tha t the  Commiss ion

12 s hould not include  the  s hort-te rm de bt in the  Compa ny's  ca pita l s tructure . RUCO s ta te s  tha t the

13 short-te rm debt re la te s  to the  Company's  plan to finance  a  Centra l Arizona  Project trea tment facility,

14 known a s  the  White  Tanks  P lant, through the  use  of hook-up fee s . RUCO asse rts  tha t the  short-te rm

15 de bt re la te d to the  White  Ta nks  P la nt will be  pa id off by the  e ve ntua l colle ction of hook-up fe e s

16 which will be  tre a te d a s  a  source  of cos t-fre e  ca pita l, thus , RUCO be lie ve s  tha t the  short-te rm de bt

17 associa ted with the  White  Tanks P lant should not be  included in the  Company's  capita l s tructure .

18 Arizona -Ame rica n be lie ve s  tha t S ta ff's  pos ition is  a  ne w one , a nd it a rgue s  tha t short-te nn

19 de bt should not be  include d in a  compa ny's  ca pita l s tructure . The  Compa ny a rgue s  it should not be

20 include d unle ss  it is  be ing use d to fina nce  long-te rm a sse ts , in which ca se , the  re turn on ra te  ba se

21 should recognize  the  cost of the  short-te rm debt tha t financed those  asse ts . The  Company argues tha t

22 s hort-te rm de bt us e d to fina nce  Working Ca pita l a nd Cons truction Work in P rogre s s  ("CWIP ")

23 should not be  included in the  capita l s tructure . Arizona -American s ta te s  tha t in Arizona , CWIP is  not

24 included in ra te  base , so no re turn should be  provided by cus tomers  on CWIP  financed by short-te rm

25 debt. Arizona -American a rgues  tha t S ta ff did not mee t its  burden of identifying the  ba lance  of short-

26 te rm debt, if any, be ing used to finance  long-te rm asse ts .

27 S ta ff a rgue s  tha t short-te rm de bt is  a  compone nt of the  ca pita l s tructure  a nd tha t the  use  of

28 funds  from s hort-te rm de bt is  irre le va nt. S ta ff s ta te s  tha t it s ubs cribe s  to a  fina ncia l the ory tha t

C. Cos t of Capita l
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1 money is  fungible  and a  dolla r collected from any pa rticula r source  cannot be  ass igned to a  pa rticula r

2 project. S ta ff a sse rts  tha t it does  not adjus t a  company's  capita l s tructure  based on wha t the  funds  a re

3 used for and whether those  uses  a re  included in ra te  base . S taff mainta ins , in response  to RUCO, tha t

4 it is  imposs ible  to de te rmine  wha t dolla rs  in the  a va ila ble  pool of ca pita l a re  a s s igne d to the  White

5 Ta nk tre a tme nt proje ct. S ta ff continue s  to be lie ve  tha t including s hort-te rm de bt give s  a  more

6 a ccura te  vie w of the  Compa ny's  fina ncia l pos ition.l7

7 We  concur with S ta ffs  pos ition. We  a re  not convince d by the  Compa ny's  a rgume nts  tha t

8 short-te rm de bt should be  e xclude d from the  ca pita l s tructure . Short-te rm de bt is  a nodie r source  of

9 fLulds  ava ilable  to the  Company, and the  cos t of those  funds  should be  recognized. Our de te rmina tion

10 to include  s hort-te rm de bt is  cons is te nt with our prior pra ctice s , mos t re ce ntly a nd re le va ntly, with

l l our Decis ion in the  Sun City Wastewater and Sun City West Wastewater Districts  ra te  case .l8

1 2  2 . Cos t of Debt

13 The parties agreed that die  cost of debt is  5.5 percent.

14 3. Cos t of Equity

15 S ta ff re comme nde d a  cos t of e quity of 10.8 pe rce nt. Arizona -Ame rica n a gre e d to S ta ffs

16 pos ition. S ta ffs  witne s s , Mr. Irvine , utilize d the  Dis counte d Ca s h Flow ("DCF") a nd Ca pita l As s e t

17 P ricing Mode l ("CAP M") to de rive  his  e s tima te d indus try re turn on e quity ("ROE") of 9.9 pe rce nt.

18  Mr. Irvine  the n  a dde d 90  ba s is  poin ts , or 0 .9  pe rce nt, to  the  indus try ROE to  re fle ct Arizona -

19 American's  grea te r leve rage  than the  sample  utilitie s .

20 RUCO's  witne s s , Mr. Rigs by, a ls o  u tilize d  a  DCF a nd CAP M a na lys e s  to  ca lcula te  a n

21 indus try s a mple  group re turn on e quity of 9.39 pe rce nt. Mr. Rigs by a dde d 50 ba s is  points , 0.5

22 pe rce nt, to a djus t for Arizona -Ame rica n's  gre a te r le ve ra ge , a nd re comme nds  a dopting a  cos t of

23 e quity of 9.89 pe rce nt. RUCO a rgue s  tha t its  re comme nde d cos t of e quity is  a ppropria te  give n the

24 curre nt e nvironme nt of his torica lly low infla tion a nd low inte re s t ra te s .

25 Arizona -Ame rica n a rgue s  tha t RUCO's  50 ba s is  point a djus tme nt is  a rbitra ry, not ba se d on

26 a ny re cognize d me thodology, a nd incons is te nt with Commis s ion pre ce de nt. Arizona -Ame rica n

2 7

2 8
17 Staff Reply Brief at 5.
18SeeDecision No. 70209.
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De bt

Common Equity

We ighte d Ave ra ge  Cos t of Ca pita l

Percentage

61.0 %

39.0 %

100.0%

Cost

5.50%

10.80%

Weighted Cost

3.4%

4.2%

7.6%

1 s ta te s  it is  we ll be low the  a djus tme nts  the  Commis s ion re ce ntly a pprove d for Arizona -Ame rica n's

2 othe r Dis tricts . In De cis ion No. 69440 (Ma y 1, 2007), the  Commiss ion a pprove d a n a djus tme nt of

3 100 ba s is  points  for Arizona -Ame rica n's  a dditiona l le ve ra ge  risk. Arizona -Ame rica n a lso criticize s

4 Mr. Rigs by's  DCF a na lys is  for e qua lly we ighting the  DCF e va lua tions  of his  wa te r utility a nd ga s

5 utility samples  and for only us ing four wa te r companies  in the  sample .

6 We  find tha t S ta ffs  cos t of e quity re comme nda tion is  re a sona ble  a nd cons is te nt with prior

7 Commis s ion de cis ions  re ga rding cos t of e quity. S ta ff utilize d re a s ona ble  inputs  for its  DCF a nd

8 CAP M mode ls  a nd for its  fina ncia l ris k a djus tme nt.19 Cons e que ntly, we  a dopt a  cos t of e quity of

9 10.8 percent.

1 0  4 . Ove ra ll Cos t of Capita l

l l Ba s e d on the  fore going, we  a dopt a n ove ra ll cos t of ca pita l for Arizona -Ame rica n of 7.6

12 percent, ca lcula ted as  follows:

13

14

15

16

17

18

19

20

21

22

23

24

D. Authorize d Incre a s e

Based on the foregoing, we approve a rate increase of $1,907,192, as set forth below:
OCRB $25,295,922
Adjusted Test Year Operating Income $755,506
Required Operating Income $1,922,490
Required Rate of Return 7.6%
Operating Income Deficiency $l,166,984
Gross Revenue Conversion Factor 1.6343
Increase in Gross Revenue Requirement $1,907,202
Adjusted Test Year Revenue $7,688,479
Approved Annual Revenue $9,595,681
Percentage Increase in Revenue 24.81

25 V. Ra te  De s ign

26 A. Block S tructure

27

28
19 In Decision No. 70209, the Commission approved a risk adjustment of 80 basis points for the Sun City and Sun city
West Wastewater Districts.
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1 Staff recommends modifying the  exis ting ra te  des ign by lowering the  break-over points

2 between rate blocks. Arizona-American has accepted Staffs recommended rate design.

3 RUCO recommends that more revenue recovery should come from the commodity charge.

4 RUCO asserts that its recommended rate design promotes conservation and moves closer to a ratio of

5 60 percent of revenue  derived from commodity ra tes  and 40 percent from the  monthly minimum

6 cha rge .

7 Arizona-American states that it does not support further shifts to obtaining greater revenue

8 from the  commodity charge  a t this  time because  of the  increase  in the  las t block to fund the  low-

9 income program (discussed below) and the uncertainty over the rate design connected with the fire

10 flow surcharge .

11 The Company's current rate design is based on minimum charges that increase with meter

12 size, except that both the 5/8 inch meter and % inch meters have the same $6.33 monthly minimum

13 charge. In addition to the  monthly minimum charge, residentia l and commercia l customers pay a

14 tiered commodity rate. Currently, the 5/8 inch and % inch residential classes have a three-tiered rate,

15 with break over points  a t 4,000 and 18,000 gallons . The other res identia l meter classes  and the

16 commercial meter classes have two-tiered commodity rates, with break over points increasing with

17 meter size. Currently, no gallons are included in the minimum charges. Irrigation, Private  Fire  and

18 Public Intemiptible classes pay a monthly minimum and a flat rate rather than tiered commodity rate.

19 Central Arizona Project water is sold with no minimum charge and a flat commodity rate.

20 Staffs recommended a rate design that is similar to the current structure, except that many of

21 the tier blocks are reduced to encourage more efficient use of water. Staff recommends a three-tier

22 inverted block rate structure for the residential 5/8 inch and % inch customer classes with break-over

23 points at 3,000 gallons and 10,000 gallons. Staff recommends two-tier blocks for the larger meter

24 residential and all commercial classes. Under Staffs recommended design, the monthly bill a t any

25 usage  leve l is  higher for a  la rger meter than for a  smalle r meter. Staff s ta tes  that it utilized the

26 methodology that it regularly relies upon in water rate cases, and which has been routinely adopted

27 by the Commission. Staff states that its methodology encourages more efficient use of water because

28 the second tier rate for 5/8 inch meters customers is greater than the rate that would be required to
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1 re cove r the  re ve nue  re quire me nt us ing a  uniform commodity ra te , a nd cus tome rs  e xpe rie nce  a  gre a te r

2 inc re m e nta l c os t fo r a ll u s e  e xc e e d ing  3 ,000  ga llons ." S ta ff s ta te s  tha t the  conce p t fo r 5 /8  inch

3 m e te rs  is  e x te n d e d  to  c u s to m e rs  with  la rg e r m e te rs  wh e re  th e  b re a k-o v e r p o in ts  g ra d u a te  in

4 corre la tion with me te r s ize .

The  Compa ny's  curre nt ra te s  a nd those  propose d by the  pa rtie s  a s  follows :

Recommended Rates

Current
Rates RUCO" Company s ta ff"

5

6

7

8

9

10

11

12

13

14

re s ide ntia l low $6.33 $3.85 $4.00 n /A2 4
Monthly Usage Charge:
5/8" & %" meter
income
5/8" meter
W' meter
1" meter
1 %" meter
2" meter
3" meter
4" meter
6" meter
8" meter

6.33
6.33

16.40
33.77
51.14
86.84

135.00
178.51
350.00

7.70
7 .70

19.25
38.50
61.60

115.50
192.50
385.00
770.00

8.00
8.00

20.50
41.00
65.60

131.20
205.00
410.00
656.00

8.03
8.03

20.57
41.13
65.81

131.62
205.65
411.31
658.00

Irriga tion 1"
Initia tion 1.5"
Irriga tion 2"
Initia tion 3"
Initia tion 4"
Imlgation 6"

16.46
33.78
51.15
86.87

135.00
178.56

19.25
38.50
61.60

115.50
192.50
385.00

20.50
41.00
65.50

131.20
205.00
410.00

20.57
41.43
65,81

131.62
205.65
411.31

15

16

17

18

19

20

21

22

P riva te  F ire  3"
P riva te  F ire  4"
P riva te  F ire  6"
P riva te  F ire  8"
P riva te  F ire  10"

7.60
11.39
15.83
25.32
39.35

11.10
16.75
35.10
45.90
66.00

11.18
17.30
36.35
47.46
68.34

11.22
17.36
36.47
47.61
68.34

23

24

25

26

27

28

P ublic  Inte rruptible  3"
P ublic  Inte rruptible  8"
S ta ndby -. City of P e oria
Ce ntra l Arizona  P roje ct Ra w

4.59
4.59
5.62

6.90
6.90
6.95

6.93
6.93
6.98

6.95
6.95
7.00

20 Exs-14, Irvine Direct at 4.
21 RUCO's final schedules Hled January 22, 2008.
22 Arizona-American final schedules tiled January 14, 2008.
23 Ex S-17, Irvine Surrebuttal.
24 Although Staff does not oppose the low income program, Staffs recommended rates did not include a separate charge
for the low income participants.
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1 Commodity Rates - per 1,000 gallons

2

3 $07200
1.1000
1.3160

$0.7298
1.3900
1.7100

4

5

6

7

8

9

5/8" me te r - re s ide n tia l
From 1 to 4,000 ga llons
From 4,001 to 18,000 ga llons
Over 18,000 ga llons
From 1 to 4,000 ga llons
From 4,001 to 10,000 ga llons
Over 10,000 ga llons
From 1 to 3,000 ga llons
From 3,001 to 13,000 ga llons
Over 13,000 ga llons

$0.7336
1.3551
1.6913

$0.7223
1.3342
1.6653

10

$0.7200
1.1000
1.3160

11

1 2

$0)729825
1.3900
1.7100

1 3

3/4" meter - residential
From 1 to 4,000 gallons
From 4,001 to 18,000 gallons
Over 18,000 gallons
From 1 to 4,000 gallons
From 4,001 to 10,000 gallons
Over 10,000 gallons
From 1 to 3,000 gallons
From 3,001 to 13,000 gallons
Over 13,000 gallons

N/A
N/A
N/A

$0.7336
1.3551
1.6913

$0.7223
1.3342
1.6653

1 4

1 5

1 6

1 7

5/8" me te r - c omme rc ia l
From 1 to 18,000 ga llons
Over 18,000 ga llons
From l to 10,000 ga llons
Over 10,000 ga llons

1.1000
1.3160

N/ A
N/A

1.3900
1,7100

1.3551
1.7383

1.3342
1.6653

1 8

19

20

W ' meter - commercial
From 1 to 18,000 gallons
Over 18,000 gallons
From l to 10,000 gallons
Over 10,000 gallons

1.1000
1.3160

N/ A
N/ A

1.3900
1.7100

1.3551
1.7383

1.3342
1.6653

2 1

22 1" meter - residential & commercial

23

24

From 1 to 60,000 gallons
Over 60,000 gallons
From 1 to 46,000 gallons
Over 46,000 gallons

1.1000
1.3160

N/ A
N/A

1.3900
1.7100

1.3551
1.7383

1.3342
1.6653

25

26
1 W' meter - res idential & commercial
From 1 to 125,000 gallons 1.1000

27

28

25 RUCO's final schedules are not clear with respect to RUCO's position on the break-over points for the tiers for the
residential % inch meters. Based on its testimony, we assume that RUCO intended a three tier structure for the residential
% inch meter class.
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1

2

3

Over 125,000 ga llons
From 1 to 106,000 ga llons
Over 106,000 ga llons

1.3160
N/ A
N/ A

1.3900
1.7100

1.3551
1.7383

1.3342
1.6653

2" me te r - re s ide n tia l & c omme rc ia l
From 1 to 190,000 ga llons
Over 190,000 ga llons
From 1 to 175,000 ga llons
Over 175,000 ga llons

1.1000
1.3160

N/ A
N/ A

1.3900
1.7100

1.3551
1.7383

1.3342
1.6653

4

5

6

7
meter - residential & commercial

From 1 to 340,000 gallons
Over 340,000 gallons

1.1000
1.3160

1.3900
1.7100

1.3551
1.7383

1.3342
1.6653

8

9
4" meter - residential & commercial
From 1 to 550,000 gallons
Over 550,000 gallons

1.1000
1.3160

1.3900
1.7100

1.3551
1.7383

1.3342
1.66531 0

1 1

1 2

6" meter - residential & commercial
From 1 to700,000 gallons
Over 700,000 gallons

1.1000
1.3160

1.3900
1.7100

1.3551
1.7383

1.3342
1.6653

1 3

1 4

8" meter - residential & commercial
From 1 to 1,430,000 gallons
Over 1,430,000 gallons

1.1000
1.3160

1.3900
1.7100

1.3551
1.7383

1.3342
1.6653

15

16
Irriga tion 1" - a ll ga llons
Irriga tion l.5" - a ll ga llons
Irriga tion 2" -. a ll ga llons
Irriga tion 3" - a ll ga llons

18  In itia tion  4" - a ll ga llons
Irriga tion 6" - a ll ga llons

17

0.8200
0.8200
0.8200
0.8200
0.8200
0.8200

1.1100
1.1100
1.1100
1.1100
1.1100
1.1100

1.0645
1.0645
1.0645
1.0645
1.0645
1.0645

1.0645
1.0679
1.0679
1.0679
1.0679
1.0679

1 9

20
P riva te  Fire  3" a ll ga llons
P riva te  Fire  4" a ll ga llons
P riva te  Fire  6" a ll ga llons
P riva te  Fire  8" a ll ga llons

22 P riva te  Fire  10" a ll ga llons

2 1

0.7600
0.7600
0.7600
0.7600
0.7600

1.0300
1.0300
1.0300
1.0300
1.0300

0.9900
0.9900
0.9900
0.9900
0.9900

0.9898
0.9898
0.9898
0.9898
0.9898

23

24

P ublic inte rruptible  3" a ll ga llons
P ublic inte rruptible  8" a ll ga llons
S ta ndby - city of P e oria  - a ll ga llons
Ce ntra l Arizona  P roje ct Ra w - a ll ga llons

0.6300
0.6300
0.7600
0.6558

1.0300
1.0300
1.0300
0.8800

0.8179
0.8179
0.9866
0.8513

0.9898
0.9898
0.9898
0.854025

26

27

The  Company did not propose  changes  to its  me te r and se rvice  line  ins ta lla tion cha rges  or its

se rvice  cha rges , and the re  is  no dispute  among the  pa rtie s  about the se  cha rges . Consequently, die

28
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1 cha rt of compa ris ons  is  omitte d.

2

3 B. Low Incom e  P rogra m

4 Arizona -Am e rica n propos e d a  ne w low-incom e  progra m  for the  S un City Wa te r Dis tric t.  The

5 C o m p a n y p ro p o s e d  a  5 0  p e rc e n t d is c o u n t o n  th e  b a s ic  s e rv ic e  c h a rg e  fo r u p  to  1 ,0 0 0  e lig ib le

6 re s ide ntia l cus tom e rs . The  Com pa ny incorpora te s  the  dis cord into the  ra te  de s ign, with the  fore gone

7 re ve nue  from  the  dis count in  the  m onthly cha rge  be ing re cove re d by a n incre a s e  in  the  com m odity

8 cha rge  for the  la s t tie r for a ll us e rs .  Unde r the  Com pa ny's  p la n  a nd  ba s e d  on  a  pro je c te d  m onthly

9 c h a rg e  o f a p p ro xim a te ly $ 8 .0 0  p e r m o n th ,  p a rtic ip a n ts  in  th e  lo w in c o m e  p ro g ra m  wo u ld  s e e  a

10 monthly cha rge  of $4.00. If 1,000 cus tome rs  e nrolle d in the  progra m a nd pa rtic ipa te d ye a r-round, the

l l Com pa ny would ne e d to m a ke  up $48,000 from  non-pa rtic ipa nts . The  cos t to non-pa rtic ipa nts  would

12 be  $0.19 pe r month, or $2.19 pe r ye a r." The  Compa ny ca lcula te s  tha t the  fore gone  re ve nue  from the

13 dis count would be  re cove re d by incre a s ing the  com m odity cha rge  in  the  la s t b lock price  by $0.047

14 P e r 1 ,000  ga llons  for non-pa rtic ipa nt re s ide ntia l cus tom e rs  a nd  a ll com m e rc ia l cus tom e rs .  If fe we r

15 tha n 1,000 cus tome rs  e nroll, Arizona -Ame rica n propos e d to re fund the  a mount of a ny ove r-colle ction

16 of re ve nue s ."

17 Arizona -Am e rica n  s ta te s  tha t the  a dm inis tra tive  cos t o f the  progra m  will be  a pproxim a te ly

18 $30,000, but tha t it is  not s e e ldng re cove ry of the  a dminis tra tive  cos ts  from ra te pa ye rs  a t this  time . It

19 would s e e k re cove ry of on-going cos ts  in  the  ne xt ra te  ca s e .28 Unde r the  Com pa ny's  propos a l,  $1

20 E ne rgy F und ,  Inc ,  ("$ l E ne rgy") wou ld  a dm in is te r the  p rogra m .  To  be  e lig ib le ,  a  S un  City W a te r

2 1 Dis tric t cus tom e r m us t be  a  fu ll-tim e  re s ide nt who is  the  prim a ry a ccount holde r,  ove r 64  ye a rs  of

22 a ge , a nd with a n a nnua l hous e hold income  not more  tha n 150 pe rce nt of the  Fe de ra l P ove rty Income

23 G uide line  ("F P IG ").  $1  Ene rgy will work with  Arizona -Am e rica n  to  confirm  e lig ib ility.

24 S ta ff ha d s ome  conce rns  tha t the  cos t of the  progra m wa s  on the  high s ide  ve rs us  the  a mount

25 of the  be ne fit re ce ive d . Ne ve rthe le s s ,  S ta ff d id  no t oppos e  the  p rogra m . R UC O  s u p p o rts  th e

2 6

27

28

26 48,000/(22,878-1,000) = $2.19.
27 Arizona-American Initial Brief at 23 .
2s Id.
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1 proposed low income program."

2  C . Approved Rates.

3 We commend Arizona-American for attempting to find a workable program to assist its low

4 income customers. Information from the SCTA and others indicates that the program is needed in the

5 Sun City Water Dis trict. We have some concerns that in the Sun City District there are a number of

6 residents who may otherwise qualify for the program based on age and income, but who reside in

7 condominium buildings and are not the primary account holder. These individuals would not be able

8 to participate in the program. However, no other party has recommended an alternative program or a

9 fa ir or reasonable  way to include  these  res idents  in the  proposed plan. We find the  Company's

10 proposal is reasonable and should be adopted. Spreading the costs of the program to all users in the

11 cost of the last tier block minimizes the cost of the program on non-participants. For a minimal cost

12 to non-participants , the  benefit to participants  is  re la tively large. By limiting participation to 1,000

13 participants initially, the Company and the Commission will be able to see if the program is effective

14 and can be  adminis te red efficiently without burdening non-participants . We will re -evalua te  the

15 program's effectiveness in the next rate case.

16 We accept Staff's  recommended rate design, with three inverted blocks for residential 5/8

17 inch and % inch meters and two inverted blocks for all other meter sizes. The rates we approve are

18 fair and reasonable and encourage conservation. As it is under Staffs proposed rate design, our rate

19 design results in 39 percent of the revenue from residential customers being derived from the monthly

20 minimum charge and 61 percent derived from the commodity charges, while overall, the ratio is 36

21 percent of revenue coming from the monthly minimum and 64 percent from the commodity charge.

22 These percentages are  within the  range we typically approve, and not s ignificantly different from

23 RUCO's recommended percentages, and we believe they are reasonable in this case.

24 The average usage for a residential 5/8 inch meter customer is 8,269 gallons per month. The

25 median usage for the residential 5/8 inch meter customer is 6,431 gallons per month. Under current

26 rates, the average monthly residential bill is $13.91 and the median bill is $11 .88.

27

28 29 RUCO Opening Brief at 10.
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1 Unde r the  ra te s  we  a pprove  he re in, the  a ve ra ge  re s ide ntia l 5/8 inch me te r bill would be

2 $17.15, a n incre a se  of $3.24, or 23.33 pe rce nt. The  me dia n re s ide ntia l 5/8 inch me te r bill would be

3 $14.71, an increase  of $2.83, or 23.75 percent.

4 A pa rticipa nt in the  low income  progra m, with a ve ra ge  usa ge  of 8,269 ga llons  would s e e  a

5 monthly bill of $13. l5 under our approved ra tes , a  decrease  of $0.76 from current ra tes .

6 VI. Fire  Flow Cos t Re cove ry

7  A . Proposed Fire  Flow Improvement Projects

8 In the  la s t wa te r ra te  ca s e  for the  S un city Wa te r Dis trict, the  Commis s ion orde re d the

9 cre a tion of a  Fire  Flow Ta sk Force  a nd cha rge d it with the  ta sk of de te rmining if the  wa te r production

10 ca pa city, s tora ge  ca pa city, wa te r line s , wa te r pre ssure  a nd fire  hydra nts  of Youngtown a nd Sun City

l l we re  s ufficie nt to provide  fire  prote ction ca pa city tha t is  de s ire d by e a ch community.30 The  Ta s k

12 Force  wa s  to re port its  findings  a nd propos e d pla n of a ction to the  Commis s ion by Ma y 30, 2005.

13 In Octobe r 2004, Arizona -Ame rica  forme d the  Youngs town/S un City Fire  Flow Ta s k Force  with

14 repre senta tives  from the  Sun City Taxpaye rs  Associa tion, the  Sun City Homeowners  Associa tion, the

15 Re cre a tion  Ce n te rs  o f S un  City, the  S un  City Condomin ium As s ocia tion , the  S un  City Fire

16 De pa rtme nt, die  City of S urpris e  Fire  De pa rtme nt, Youngtown Ba ptis t Villa ge  a nd the  Town of

17 Youngtown.

18 On May 25, 2005, in Docke t No. WS-01303A-02-0867, e t a l., the  Task Force  filed a  copy of

19 its  Youngs town/Sun City Fire  Flow Report 1 The  report re cognize s  tha t while  Arizona -American has

20 no re gula tory ma nda te  to provide  fire  How to the  community, fire  flow is  none the le s s  a n importa nt

21 public sa fe ty is sue  for the  entire  community tha t should be  addre ssed in a  time ly manne r. The  Task

22  Force  conc lude d  tha t mos t o f the  a re a  in  the  S un  City Wa te r Dis tric t s a tis fie d  the  fire  flow

re quire me nts  re comme nde d by the  loca l tire  de pa rtme nts , but tha t some  a re a s , prima rily south of

Grand Avenue , required la rge r pipe line s  and more  hydrants  to sa tis fy the  recommenda tions . Based

23

24

25

26

27

28

on its  a na lys is , the  Ta s k Force  una nimous ly e ndors e d a  four-ye a r ca pita l improve me nt pla n to

upgrade  the  fire -flow capabilitie s  of the  Sun City Wate r Dis trict.

30 Decis ion No. 67093 (June 30, 2004).
31 Exhibit A-13, Brown & Ca ldwell Fire Flow S tudy.
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Year De s c rip tion Cost

Imme dia te ly
S un City a nd Youngtown pre s s ure  re ducing/pre s s ure
s us ta ining va lve modifica tions $17,000

1
Yo u n g to wn ne ighborhood  comme rc ia l .- 11 Av e
s outh of Youngtown Ave nue , Youngtown re s ide ntia l,
fire  hydra nts  in S un City a nd Youngtown ins ta lle d on
e xis ting pipe

$1,099,000

2
city of P e oria  - P a ra dis e  Mobile  Home  P a rk; S un
City re s ide n tia l,  Young town  - 6 " p ip ing  a nd  fire
hydrants

$1,190,000

3
S u n  C i t y  a n d6 " p ip in g  a n d  f ir e  h yd ra n t s

Youngs town $1,278,000

4
S u n  C it y  a n d
_ .  Yo u n g to wn

6 " p ip in g  a n d  f ir e  h y d r a n t s  - -
Youngs town; p ip ing  improve me nts
Comme rc ia l

$1,534,000

Tota l $5,118,000

DOCKET NO. W-01303A-07-0209

1 The  four ye a r pla n include s  ma in re pla ce me nts  to improve  fire  flows  a nd ne w fire  hydra nts  to

2 provide  a de qua te  a cce s s . The  Fire  Flow Ta s k Force  re comme nde d a  minimum s ta nda rd fire  flow of

3 1000 Ga llons  P e r Minute  ("GP M") for re s ide ntia l a re a s  a nd  1500  GP M for comme rc ia l a nd  multi-

4 fa mily a re a s , a nd  a  minimum hydra nt s pa c ing  of 660 fe e t." At the  time  tha t the  Ta s k Force  re port

5 wa s  is s ue d, the  e s tima te d cos t of the  re comme nde d upgra de s  wa s  a pproxima te ly $3.1 million." The

6 Ta s k Force 's  four ye a r p la n  is  de s igne d  to  improve  thos e  a re a s  with  the  le a s t fire  flow firs t,  with

7 re s ide ntia l a re a s  ta king priority ove r comme rc ia l a re a s . Te n  d is tinc t improve me nt p ro je c ts  we re

8 ide ntifie d, including 44,133 fe e t of ne w ma in a nd 195 ne w tire  hydra nts  to be  ins ta lle d throughout the

9 S un City Wa te r Dis tric t.

10 In  its  te s timony, the  Compa ny re vis e d  the  e s tima te d  c os t o f the  improve me n ts  to  re fle c t

11 in fla tio n  a n d  to  a c c o u n t fo r th e  fa ilu re  o f th e  o rig in a l e s tim a te  to  a llo w fo r c o n tin g e n c ie s  a n d

12 e ngine e ring cos ts  a s  we ll a s  the  Compa ny's  inte rna l cos ts , s uch a s  la bor, la bor ove rhe a d, ge ne ra l

13 ove rhe a d  a nd  AFUDC. Arizona -Ame rica n  e s tima te s  the  curre n t cos t o f the  pro je c t would  be  $5 .1

14 m illio n .

15 The  Fire  Flow Ta s k Force 's  P a tron S a fe ty P la n, with the  Compa ny's  re vis e d cos t e s tima te s  is

16 s umma rize d a s  follows :

17

18

19

20

21

22

23

24

25

26

2 7

28
32 Tr at 112.
33 Ex A-13, Brown & Caldwell Fire Flow Study at 18.
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1 The  propos e d fire  flow im prove m e nts , broke n down by com m unity a re  a s  follows :

2 S un City 21,492 line a r fe e t of ma in a nd 78 fire  hydra nts

3 Yo u n g to wn 21 ,391 line a r fe e t of ma in a nd 117 fire  hydra nts

4 P e oria 1,250 line a r fe e t of ma in

5 Arizona -Am e rica n conducte d com m unity inform a tion forum s  re ga rding the  P la n a nd m a ile d a

6 s urve y to  a dj of its  cus tom e rs  of re cord .  Cus tom e rs  re turne d 3 ,247 s urve y re s pons e s ,  of which  59

7 pe rce nt s upporte d the  fire  flow im prove m e nts  a nd 51 pe rce nt s upporte d inc luding die  cos t in  wa te r

8  `ra te s .  During  public  com m e nt,  it wa s  poin te d  out tha t indiv idua ls  who live  in  condom inium s ,  whe re

9 the  condominium a s s ocia tion is  the  cus tome r of re cord, we re  not dire ctly ma ile d copie s  of the  s urve y.

10 The  s u rve y wa s  m a ile d  to  a ll c us tom e rs  o f re c o rd ,  wh ic h  wou ld  ha ve  inc lude d  the  c ondom in ium

l l a s s oc ia tions ,  or e ntity re s pons ible  for pa ying the  wa te r bill.  It is  unknown from  the  re cord be fore  us

12 h o w m a n y in d iv id u a ls  wh o  d id  n o t  re c e iv e  a  s u rv e y d ire c t ly m a y h a v e  re c e iv e d  o n e  fro m  th e

13 condominium a s socia tion a nd we re  a ble  to pa rticipa te  in the  surve y.

14 As  a  re s u lt  o f its  re v ie w o f th e  p ro p o s e d  fire  flo w im p ro v e m e n ts ,  S ta ff b e lie v e s  th a t th e

15 Compa ny's  cos ts  would be  le s s  tha n the  CoMpa ny ha s  proje cte d. In pa rticula r, S ta ff be lie ve s  tha t the

16 c os ts  o f the  hydra n ts  a nd  fo r re s to ra tion  will be  le s s . S ta ffs  a na lys is  yie lde d  a  c os t e s tim a te  o f

17 a pproxim a te ly $2.6 m illion.34 S ta ff ca utions ,  howe ve r,  tha t it ha s  not m a de  a  de te rm ina tion of the

18 ca pita l im prove m e nts  a s  "us e d a nd us e ful," but de fe rs  s uch de te rm ina tion until the  Com pa ny's  ne xt

19 ra te  case .

2 0 B . F ire  F low Cos t Re cove ry Me cha nis m

2 1 1. Arizona -Am e rica n 's  P os ition

2 2 Arizona -Ame rica n s ta te s  it ca nnot fund the  fire  flow proje cts  unle s s  the  Commis s ion a pprove s

23 a  m e c ha n is m  s im ila r to  the  a rs e n ic  c os t re c ove ry m e c ha n is m  ("ACRM"). Unde r the  Com pa ny's

2 4 propos a l, die  s urcha rge  a m ount would be  s e t to re cove r the  a uthorize d ra te  of re turn a s s ocia te d with

25 the  comple te d tire  flow proje cts  a nd would ce a s e  a fte r the  Compa ny tile s  its  ne xt ra te  ca s e  (e xpe cte d

2 6 b y Ma y 3 1 ,  2 0 1 2 ) wh e n  th e  fire  flo w fa c ilit ie s  wo u ld  b e  in c lu d e d  in  ra te  b a s e . The  Com pa ny

2 7

28 34 Ex s-18 Hairs Direct at 8-9.
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1 envis ions  the  fire  flow surcha rge  ope ra ting like  the  ACRM surcha rge , except tha t it would have  more

2 step increases. Unde r the  proposa l, a fte r comple ting e a ch pha se  of the  pla n, the  Compa ny will file

3 supporting invoice s  a nd such othe r informa tion a s  the  pa rtie s  ne e d to re vie w the  proje ct cos ts  a nd

4 de te nnine  the  Compa ny's  e a rnings . P a rtie s  will be  a ble  to a udit a ll cons truction invoice s  a nd ve rify

5 tha t the  proje cts  a re  in s e rvice , a nd the  s urcha rge  would not go into e ffe ct until the  Commis s ion

6 is s ue s  a n orde r finding tha t Arizona -Ame rica n ha s  comple te d the  proje cts  a nd tha t the  cos ts  a re

7 reasonable and p1'udent.35

8 S ta ff re comme nde d a n e a rnings  te s t be fore  the  FCRM goe s  into e ffe ct.36 Unde r S ta ffs

9 recommenda tion, the  Company would submit the  same schedules  demonstra ting current ea rnings  as  it

10 doe s  in conne ction with its  ACRM. S ta ff s ta te s  tha t unde r the  e a rnings  te s t, if it is  de te rmine d tha t

l l the  S un City Wa te r Dis trict is  ove r e a rning its  a uthorize d ra te  of re turn, the  re que s te d FCRM s te p

12 incre a s e  would be  a djus te d." S ta ff re comme nde d the  Compa ny file  the  following s che dule s  a t the

13 time  it s e e ks  a  FCRM s te p incre a se : (i) the  mos t curre nt ba la nce  she e t, (ii) the  mos t curre nt income

14 s ta te me nt, (iii) a n e a rnings  te s t s che dule  (cons is te nt wide  De cis ion No. 66400); (iv) a  ra te  re vie w

15 s che dule  (including incre me nta l a nd pro forma  e ffe cts  of the  propos e d incre a s e ), (v) a  re ve nue

16 re quire me nt ca lcula tion; (vi) a  s urcha rge  ca lcula tion; (vii) a n a djus te d ra te  ba s e  s che dule ; (viii) a

17 CWIP ledge r (for each project showing accumula tion of cha rges  by month and pa id vendor invoices ),

18 (ix) ca lcula tion of the  a lloca tion fa ctors , a nd (x) a  typica l bill a na lys is  unde r pre s e nt a nd propos e d

19  ra te s . The  Compa ny a gre e d to  S ta ffs  re comme nda tion for a n  e a rnings  te s t a nd to  re quire  a

20 Commiss ion Orde r be fore  the  FCRM goe s  into e ffe ct."

21 At d ie  he a ring , a s  a n  a lte rna tive  to  the  FCRM, witne s s e s  d is cus s e d  the  op tion  o f a

22 Commiss ion a ccounting orde r tha t would a llow the  Compa ny to de fe r proje ct cos ts  to be  colle cte d in

23 a  future  ra te  ca s e . The  Compa ny be lie ve s , howe ve r, tha t a n a ccounting orde r would not provide

24 sufficie nt ce rta inty tha t it could re cove r de fe rre d proje ct cos ts  a nd would provide  re cove ry funds  too

2 5

2 6

2 7

2 8

35 Originally, Arizona-American proposed that the FCRM would go into effect automatically 45 days after the filing of
supporting documentation. Staff objected (Ex S-21 , Iggie Direct at 9), and the Company agrees that the FCRM would not
go into effect until after a Commission Order. (Tr. at 360-361)
s Ex S-21, Iggie Direct at 9.

3714 at 10.
38 Tr. at 360-361.
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1 la te , for the  Company to agree  to go forward with the  prob e t.

2 2. RUCO's  P os ition

3 RUCO doe s  not dis pute  tha t the  Commis s ion ca n orde r the  fire  flow improve me nts , but

4 dis a gre e s  tha t it s hould orde r the  Compa ny to ma ke  the m. Ne ithe r doe s  RUCO dis a gre e  tha t the

5 s ys te m ha s  fire  flow ina de qua cie s . RUCO be lie ve s  tha t the  s a lie nt que s tion is  not whe the r the

6 improve me nts  a re  in the  public inte re s t, but who should pa y for the m. According to RUCO, the  pa rty

7 tha t re que s ts  the  be ne fit, in this  ca s e  the  Town in RUCO's  opinion, not utility cus tome rs , s hould

8 pa y." RUCO cla ims  furthe r, tha t it is  not re s pons ible  for ide ntifying a n a lte rna tive  finding s ource  or

10 RUCO is  conce rne d a bout the  e ffe ct of the  propose d surcha rge  on cus tome r bills  a t a  time

11 whe n a ll utility cos ts  a re  ris ing. RUCO note s  tha t the  s urcha rge  would be  in a ddition to the  ra te

12 incre a se  a pprove d he re in, a s  we ll a s  to the  incre a se  in wa s te wa te r ra te s  a pprove d in De cis ion No.

13 70209, and the  ACRM approved in Decision 68310 (November 14, 20051.41

14 RUCO cha ra cte rize s  the  fire  flow improve me nt proje ct a s  "dis cre tiona ry," a nd a rgue s  Me

15 Commis s ion s hould re je ct the  propos a l to fund the m with a  s urcha rge . RUCO s ta te s  the re  is  no

16 Commission rule , policy or s ta tute  tha t governs  or se ts  a  fire  flow s tandard, and there  is  nO regula tory

17 ra te -ma king principle  tha t re quire s , or e ve n supports  a  fire  flow s ta nda rd. Thus , in RUCO's  vie w, the

18 S itua tion is  not a na logous  to the  ne e d to ins ta ll a rs e nic tre a tme nt fa cilitie s  whe re  utilitie s  ha ve  no

19 choice  but to ma ke  the  re quire d inve s tme nt, a nd RUCO oppose s  us ing a n ACRM-like  surcha rge  to

20 fund the  fire  flow improve me nt proje cts . RUCO be lie ve s  tha t a n ACRM-like  s urcha rge  s hould not

21 become  the  templa te  for the  pass -through to ra tepaye rs  of any expense  tha t is  in the  public inte re s t

22 outs ide  of a  ra te  ca se .

23

24

25

26

27

28

RCUO asse rts  tha t approving the  FCRM would send a  message  dirt the  Commiss ion supports

s ingle -issue  ra tema ldng." RUCO asse rts  die  FCRM will only cons ide r cos t increases  in one  ca tegory

of e xpe ns e s  a nd will ignore  cha nge s  in re ve nue s , cos t of ca pita l, ra te  ba s e  a nd othe r e xpe ns e

39 RUCO Opening Brief a t 4.
40 Rico Reply Brie f a t 4.
41 RUCO Reply Brief a t 7.
42 RUCO Reply Brief a t 5.
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1 ca te gorie s . RUCO a rgue s  ra te pa ye rs  will not re ce ive  the  be ne fits  or e fficie ncie s  or the  othe r pote ntia l

2 off-s e ts  to  cos ts  s ince  the  s o le  focus  of the  s te p  inc re a s e  re v ie w will be  the  inc re m e nta l fire  flow

3 c o s ts .  R UC O says the  propos a l is  "s ing le  is s ue " ra te m a king  which  the S ca re s  court re cognize d is

4 RUCO  a rgue s  tha t if the  Com m is s ion  is  go ing  to  c ons ide r s uc h

5 m e c ha n is m s ,  it s hou ld  on ly do  s o  in  the  m os t d ire  a nd  e xtre m e  c irc um s ta nc e s . Be ca us e  RUCO

6 be lie ve s  the  fire  flow re quire m e nts  a re  not within the  purvie w of wha t the  Com m is s ion re gula te s , the

7 Com m is s ion  s hou ld  no t a pp rove  the  F CRM. R UC O  a rg u e s  th e  AC R M wa s  n e v e r m e a n t  to  b e

8 e xpa nde d a s  propose d in this  ca se .

9 RUCO a rgue s  tha t the re  is  no le ga l im pe dim e nt pre ve nting Youngtown or S un City,  through

10 its  R e c re a tio n  C e n te rs ,  fro m  fu n d in g  th e  fire  flo w im p ro v e m e n ts . RUCO  a s s e rts  tha t be ca us e

l l Youngtown wa nts  the  im prove m e nts ,  Youngtown s hould  pa y for the m . RUCO  a rgue s  tha t the  G ift

12

"fra ught with  pote ntia l a bus e ."43

13 proc e e d ing  a s  p re ve n ting  m im ic ipa litie s  from  s pe nd ing  pub lic  m onie s  to  bu ild  in fra s truc tu re  tha t

14 would  be  owne d by a  priva te  com pa ny.  RUCO  be lie ve s  tha t re lia nce  on  the  G ift Cla us e  or A.R.S .

h o ld in g  in To wn  o f G ila  Be n d  v.  Wa lle d  La ke Do o r C o . ,  1 0 7  Ariz .  5 4 5 ,  4 9 0  P .2 d  5 5 1  (1 9 7 1 ) a s

15

16

17

18

19

2 0

2 1

22

23

24

25

26

27

28

s upport for its  pos ition tha t Youngtown could fund the  fire  flow im prove m e nts .

In  To wn  o f G ila  Be nd ,  a priva te  com pa ny e nte re d  in to  a n  a gre e m e nt with  d ie  Town of G ila

Be nd unde r which the  town a gre e d to  cons truc t a nd ins ta ll a  wa te r m a in  from  the  S outhe rn  P a c ific

wa te r ta nks  a  dis ta nce  of a pproxim a te ly 6,000 fe e t to the  cornpa .ny's  pla nt,  s uch line  to be  us e d for

fire  pro te c tion . An  a g re e m e n t b e twe e n  th e  to wn  a n d  th e  wa te r c o m p a n y wa s  s u b m itte d  to  th e

Arizona  Corpora tion Com m is s ion, a nd wa s  a pprove d s ubje c t to  the  wa te r com pa ny's  right to  re vie w

a ll pla ns  for ins ta lla tion of the  line . The  town s ubs e que ntly bre a che d the  contra ct,  a nd the  tria l court

orde re d s pe cific  pe rform a nce . The  Ariz ona  S upre m e  Court uphe ld  the  judgm e nt. The  S upre m e

Court he ld tha t Artic le  9 ,  S e c tion 7 of die  Arizona  Cons titution, which prohibits  a  town from  m a lting

gifts ,  dona tions  or gra nting s ubs idie s  to  priva te  e nte rpris e s  wa s  not viola te d by the  a gre e m e nt.  The

43 Scares v Arizona Corporation Commission, l18 Ariz.531, 534, 578 P.2"d 612, 615 (1978).
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1 Court he ld tha t be ca us e  "owne rs hip a nd control ove r the  wa te r line  a re  to  re ma in in  die  Town", the

2 contra c t d id  not vio la te  the  Gift Cla us e . The  Court found tha t the  be ne fit to  the  compa ny from the

3 fire  p ro te c tion  a ffo rde d  by the  ma in  wa s  o f "a bs o lu te ly no  c ons e que nc e ." "Me re ly be c a us e  a n

4 individua l ma y indire ctly be ne fit from a  public  e xpe nditure  doe s  not cre a te  a n ille ga l e xpe nditure ."44

5

6 e nga ging in compe tition with bus ine s s e s  of a  public  na ture , we re  not a pplica ble , a s  the  Town of Gila

15

16

17

18

19

20

2 1

7 Be nd wa s  not going into compe tition with the  wa te r compa ny.

8 RUCO a rgue s  tha t the  Arizona  S upre me  Court's  re a s oning s qua re ly a ddre s s e s  the  Town's

9 pos ition in  the  pre s e nt ca s e . RUCO a s s e rts  tha t the  Court in  Town of Gila  Be nd , he ld  tha t the  Gift

10 Cla us e  wa s  inte nde d to a void "de ple tion of public  tre a s ury or infla tion of public  de bt by e nga ge me nt

11 in  non-pub lic  e n te rp ris e ." 45  The  fire  flow purpos e  in  the  c u rre n t c a s e  a ls o  is  no t a  "non-pub lic

12 e n te rp ris e ." RUCO no te s  the  c ourt in Town of Gila  Be nd he ld tha t e a ch ca s e  is  diffe re nt a nd tha t

13 e a ch ca s e  mus t focus  on the  obje c tive  s ought a nd the  de gre e  a nd ma nne r in  which tha t obje c tive

14 a ffe cts  the  public we lfa re ."46

RUCO furthe r a rgue s  tha t community s upport for the  proje ct is  "que s tiona ble  a t be s t," a s  the

re s ults  of the  s urve y a re  not pe rs ua s ive . Un like  th e  AC R M, R UC O n o te s  th e  c o m m u n ity h a s  a

choice , a nd  its  s upport is  only "ha lf-he a rte d" with  "only" 59  pe rce nt s upporting  the  improve me nts

22

and 51 percent willing to pay for it.

RUCO states further that while it does not support an accounting/deferral order, it finds such

order to be die lesser of two evils since it would allow for the examination of costs in the context of a

rate case where all the ratemaldng elements can be reviewed.47 RUCO argues that the problems

associa ted with funding the  fire  flow projects  in the  Company's  Paradise  Va lley Dis trict a re  a

reminder why the Commission should not approve funding of fire flow projects. RUCO believes that

the alleged small magnitude of the surcharge is  not compelling. RUCO is concerned that project

costs will increase over time and an inability to complete the projects in four years will add to the

23

24

25

26

27

28

44 Townof Gila Bend,107 Ariz at 550.
45 Townof Gila Bend,107 Ariz. at 549.
46 Id.
47 RUCO Reply Brief at 5.
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1 costs, and consequently, the burden on ratepayers.48

2 3. Youngstown's  Position

3 Youngtown s upports  the  fire  flow improve me nt proje ct a nd the  FCRM. Youngtown s ta te s

4 tha t fire  flow is  a  critica l ma tte r of hea lth and sa fe ty, and a sse rts  tha t the  bene fits  to life  and prope rty

5 of ra te pa ye rs  a nd  the  pub lic  from a de qua te  fire  flow a nd  a de qua te ly s pa ce d  hydra n ts  a re

6 uncontrove rted. Youngtown asse rts  tha t the  Task Force 's  P lan re la te s  to se rvice  throughout the  entire

7 dis trict a nd is  not a  Youngtown re que s t but re fle cts  the  conse nsus  a nd re comme nda tion of the  Ta sk

8 Force , which was  comprised of many diffe rent community representa tives .

9 Youngtown a s se rts  the  Commiss ion ha s  the  a uthority to re gula te  fire  flow. The  Town cite s

10 Article  15, S e ction 3  of the  Arizona  Cons titu tion which provide s  tha t the  Commis s ion "s ha ll ...

l l make  and enforce  reasonable  rules , regula tions  and orders  for the  convenience , comfort, and sa fe ty,

12 a nd the  pre s e rva tion of the  he a lth, of the  e mploye e s  a nd pa trons  of [public s e rvice ] corpora tions ."

13

14 re gula tion "re quire  e ve ry public s e rvice  corpora tion to ma inta in a nd ope ra te  its  line , pla nt, s ys te m,

15 e quipme nt, a nd pre mise s  in a  ma nne r which will promote  a nd sa fe gua rd the  he a lth a nd sa fe ty of its

16  e mploye e s , pa s s e nge rs , cus tome rs  a nd  the  pub lic ," a nd  to  "p re s cribe  the  ins ta lla tion , us e ,

17 ma inte na nce  a nd ope ra tion of a ppropria te  sa fe ty or othe r de vice s  or a pplia nce s  ... e s ta blish uniform

or othe r s tandards  of equipment, and require  the  pe rformance  of any othe r act which hea lth or sa fe ty

require s ." Youngtown cite s  a  number of othe r Arizona  s ta t1ute s ,49 which it a rgues  indica te  tha t the

Commiss ion's  re gula tory Powe rs  a re  not limite d to ma king orde rs  re spe cting he a lth a nd sa fe ty, but

a lso include the  power to make orders respecting comfort, convenience, adequacy and reasonableness

18

19

20

21

22

23

24

25

26

27

28

of se rvice .

Youngs town a rgue s  tha t Arizona -Ame rica n's  fa ilure  to provide  s ufficie nt fire  flows  a nd fire

place  an a ffirma tive  duty on the  Commiss ion to act to protect the  public sa fe ty and ha lt the  dispa ra te

48 Ruco Reply Brief at 6.
49 Le., A.R.s. §§40-203, 40-20z(a), 40-361(B), 40-334(a), 40-334(B).
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1

2

3

4

5

6

Youngtown

argues  tha t sugges tions  by RUCO and Arizona -American tha t the  improvements  a re  "discre tiona ry"

ignore  the  s pe cific fa cts  a nd s ta tutory obliga tions  a nd the  fa ct tha t the  wa te r s ys te ms  toda y a re

intended to se rve  the  dua l purpose  of se rving potable  wa te r and providing wa te r for fire  protection."

Youngtown s ta te s  the  Commis s ion ca n s a tis fy its  s ta tutory obliga tions  by a uthorizing Arizona -

Ame rica n to  proce e d with  the  Ta s k Force 's  Fire  Flow Improve me nt P la n  , a nd a pproving the

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

7 surcha rge .

Youngs town a rgue s  tha t RUCO's  pos ition tha t ra te pa ye rs  s hould not pa y for the  fire  flow

im prove m e nts  ignore s  die  Arizona  Cons titution's  e xpre s s  re cognition tha t p roviding  wa te r for fire

pre ve ntion is  a  public purpos e . As  s uch, Arizona -Ame rica n is  e ntitle d to a  re a s ona ble  re turn on the

fa ir va lue  of its  inve s tm e nt in fa cilitie s  tha t p rovide  pota b le  wa te r a nd fire  pre ve ntion. In a ddition,

Youngtown a rgue s  RUCO's  pos ition ignore s  the  re a lity tha t fire  flow a nd tire  hydra nts  a re  pa rt of

cre a ting a  wa te r compa ny in toda y's  e nvironme nt, a nd tha t fa cilitie s  s e rving fire  flow pre ve ntion a re

a lre a dy inc lude d in  the  ra te  ba s e  a nd cus tom e r ra te s , a nd tha t Me  p ropos e d im prove m e nts  will

e lim ina te  d ie  ine q ua lity in  fire  p re ve n tion  s e rvic e s  c u rre n tly b e ing  p rovide d . Furthe rmore ,

Youngtown a rgue s  the  Office  of the  Fire  Ma rs ha ll ha s  a dopte d INC (2003 Edition) a s  the  S ta te  Fire

Code.52 The  S ta te  F ire  Code  e xp re s s ly incorp ora te s  Ap p e ndix B, which e s ta b lis he s  the  s a m e

m inim um  fire  flow re quire m e nts  for the  S ta te  a s  the  Ta s k Force  a dop te d for the  Dis tric t. F ina lly,

Young town a rg ue s  Com m is s ion Rule  R14-2-407(f) re q uire s  utilitie s  to  cons truc t a ll fa c ilitie s  in

a ccorda nce  with the  guide line s  e s ta b lis he d by the  S ta te  De pa rtm e nt of He a lth S e rvice s  (whos e

functions  ha ve  be e n tra ns fe rre d to the  Arizona  De pa rtme nt of Environme nta l Qua lity), which in tum

re quire s  wa te r s ys te ms  to be  de s igne d us ing good e ngine e ring pra ctice s ." Youngtown a s s e rts  good

23

24

25

26

27

28

50 Arizona-American argues that that Youngtown is incorrect to the extent it claims that the Company's failure to provide
sufficient fire flow and fire hydrants throughout the District violates A.R.S. §§ 40-36lB, -334A and B. Arizona-
American argues these statutes relating to a utility's rates, charges, services and facilities infringe on the Commission's
exclusive jurisdiction over rates, charges, service and facilities. The Company asserts there is no basis for Youngstown's
allegation that Arizona-American has violated any statutes, as the Commission has jurisdiction over this matter and has
exercised it. The Company asserts that to answer the question of whether a utility should upgrade older infrastructure to
satisfy modem tire flow standards requires the Commission to evaluate service needs and rate impacts, both questions
exclusively within the Commission's Article 15 jurisdiction.
1 Youngtown Opening Brief at 8, fn 30.

52 A.A.C. R4-36-201.
53 A.A.C. R18-4-502, Ex S-10.
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1 e ngine e ring pra ctice s  crite ria  a re  conta ine d in Engine e ring Bulle tin No. 10, "Guide line s  for the

2 Cons truction of Wa te r S ys te ms" (Ma y 1978), which not only cla rifie s  tha t the  20 P S I54 re quire me nt

3 applie s  "unde r a ll conditions  of Flow" including fire  fighting conditions , but a lso incorpora te s  the  fire

4 flow des ign s tandards  es tablished by the  Office  of the  S ta te  Fire  Marsha ll or loca l authoritie s .55

5 Youngtown a rgue s  tha t RUCO's  dis cus s ion of a lte rna tive  funding s ource s  for the  fire  flow

6 improvements  and its  discuss ion ofdie  Town of Gila  Be nd ca se  a re  irre le va nt. Youngtown be lie ve s

7 tha t RUCO's  conte ntion tha t Youngtown or othe r non-profit a s socia tions  should pa y for the  fire  flow

8 improve me nts  ignore s  the  be ne fits  cus tome rs  de rive  from the  improve me nts . Furthe r, Youngtown

9 argues  RUCO's  sugges tion is  specula tive  tha t such othe r funding source  exis ts . Youngtown asserts

10 tha t RUCO ha s  pre se nte d no e vide nce  tha t Youngtown, Re cre a tion Ce nte rs  of S un city a nd/or the

l l Condominium Owne rs  As s ocia tion, Inc. could  ra is e  funds  a nd the n provide  the m to  Arizona -

12 Ame rica n to  improve  Arizona -Ame rica n 's  wa te r s ys te m. On the  othe r ha nd, Youngtown s ta te s

13 Ma yor Le Va ult te s tifie d tha t Youngtown is  pre clude d by cons titutiona l re s trictions  a nd its  own la ck

14 of financia l re sources  Horn providing funding for the  project.

15 Youngtown dis tinguishe s  the Town of Gila  Be nd from the  ins ta nt ca s e  on the  grounds  it

16 involve d the  e nforce a bility of a  municipa lity's  contra ct with a  third pa rty bus ine s s . In Town of Gila

1 7  Be n d , the  town volunta rily a gre e d to build the  line  in e xcha nge  for the  compa ny re building its  pla nt

18 a fte r a  fire  a nd re ma ining in Gila  Be nd. Unde r the  a gre e me nt be twe e n the  two pa rtie s , the  town

19 owne d a nd ope ra te d the  line  it ins ta lle d. Youngtown note s  tha t no s imila r a gre e me nt is  a t is s ue  in

20 this  ca se , a nd a ll the  fa cilitie s  ins ta lle d unde r the  propose d fire  flow improve me nt pla n will be  owne d

21 by Arizona -Ame rica n.

22 Youngtown cla ims  tha t Article  9 , S e ctions  7  a nd 10 of the  Arizona  Cons titu tion cre a te

23 s ignifica nt ba rrie rs  to the  Town's  a bility to fund the  improve me nts , but whe the r the  ba rrie rs  a re

24 insurmountable  is  not re levant to the  ques tion of whe the r implementing the  plan promotes  the  sa fe ty,

25 health, comfort and convenience of the  patrons, employees, and the  public.56

26 Youngtown be lieves  the  FCRM, as  modified by S ta ff, is  a  reasonable  method of cost recovery

27

28

54 Pounds per square inch.
55 Ex S-4, ADEQ Engineering Bulletin No. 10.
as Youngtown Reply Brief at 5.
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1 in this  case  where  the  evidence  shows tha t the  improvements  will enhance  the  hea lth and safe ty of the

2 ra te pa ye rs  a nd the  public, whe re  the re  is  no via ble  a lte rna tive  s ource  of funding, a nd whe re  the

3 financia l condition of the  Company does  not make  traditiona l ra tema ldng me thods  viable  and would

4 e xte nd the  time  for ma king the  ne e de d improve me nts . Youngtown a lso be lie ve s  tha t inte gra ting the

5 cos ts  of the  improve me nts  in to  ra te s  a nnua lly ove r a  four ye a r pe riod through the  FCRM will

6 minimize  the  impa ct on Arizona -Ame rica n's  cus tome rs . Youngtown is  conce rne d tha t wa iting for

7 tra ditiona l ra te ma ldng fore clos e s  the  opportunity to gra dua lly pha s e -in the  fire  flow improve me nts

8 ove r a  four yea r pe riod and unnecessa rily couple s  the  impact of the  fire  flow improvements  with any

9 othe r ra te  increa se  tha t may be  wa rranted in the  future  ra te  ca se . Youngtown a sse rts  tha t de lays  a re

10 like ly to re sult in unne ce s sa rily prolonging the  fire  da nge r a nd re sult in ove ra ll incre a se s  in proje ct

l l costs .

12 Youngtown s ta te s  tha t die  fire  flow improve me nts  will not ge ne ra te  a ny a dditiona l re ve nue s

13 a nd  will ha ve  no , o r on ly min ima l, impa ct on  ope ra ting  cos ts , the re fore , the re  s hould  be  no

14 a ppre cia ble  impa ct on die  ove ra ll ra te  of re turn of Arizona -Ame rica n's  a  re sult of the  improve me nts .

15 Youngtown a rgues  the  FCRM provides  the  opportunity for S ta ff and the  Commiss ion to focus  on the

16  cos ts  a s s oc ia te d  with  the  fire  flow improve me n ts ,  a s  Arizona -Ame rica n  will be  re qu ire d  to

17 demonstra te  tha t a ll cos ts  a re  reasonable  and prudent be fore  they a re  included in the  FCRM, jus t like

18 in  a  ra te  ca s e , a nd the  e a rnings  te s t will prote ct cus tome rs . More ove r, Youngtown note s  the

19 Commis s ion  will ha ve  a n  opportun ity to  ma ke  a ny a d jus tme n t in  the  ne xt fu ll ra te  ca s e .57

20 Youngtown sugges ts  tha t the  Commiss ion could require  the  Company to file  a  full ra te  ca se  a s  a  pre -

21 condition to filing for the  fourth incre a se  unde r the  FCRM, so tha t the  Commiss ion could de te rmine

22 whe the r the  fina l increase  should proceed unde r the  FCRM or a s  pa rt of the  ra te  filing.

23 In contra s t to Sea ted v. Ariz. Corp. Commiss ion, 118 Ariz. 531, 578 P .2d 612 (1978), whe re

24 the  court found the  Commiss ion had imprope rly adjus ted ra te s  without cons ide ring the  ove ra ll impact

25 on the  utility's  re turn or fa ir va lue  ra te  base , Youngtown asse rts  the  Commission in the  current case  is

26 cons ide ring a n "a djus tme nt me cha nism" in conjunction with a  full ra te  ca se . Youngtown s ta te s  the

27

28 57 Tr. at 457-458.
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1 FCRM me re ly re cognize s  tha t the  Compa ny is  unde rta king a  re ve nue  ne utra l s a fe ty re la te d ca pita l

2 improvement program and enables  the  Company to recover its  authorized re turn a fte r specific hea lth

3 and safe ty improvements are  constructed and placed in service .

4 Youngtown agrees tha t the  earnings test as  proposed by Staff, and adopted by the  Company is

5 another sa feguard to ensure  the  FCRM complies  with Scares. The earnings test ensures that increases

6 a llowe d unde r the  FCRM will not ca use  the  Compa ny to ove r-e a m. Furthe rmore , Youngtovm note s

7 die  e a rnings  te s t only be ne fits  the  ra te pa ye rs , a s  the re  is  no upwa rd a djus tme nt if the  e a rning te s t

8 indica te s  the  Company is  unde r-ea rning. Youngtown note s  tha t the Scares court found "whe n courts

9 have  uphe ld such automatic adjus tment provis ions , they have  gene ra lly done  so because  the  clauses

10  a re  in itia lly a dopte d  a s  pa rt o f the  u tilitie s  ra te  s tructure  in  a ccorda nce  with  a ll s ta tu tory a nd

l l cons titutiona l re quire me nts  a nd, furthe r, be ca us e  the y a re  de s igne d to e ns ure  dirt, through the

12 a doption of a  se t formula  ge a re d to a  spe cific re a dily ide ntifia ble  cos t, utilitie s  profit or ra te  or re turn

13 Youngtown a rgues  the  FCRM is  jus t such an automatic adjus tment mechanism,

14 tied to inves tment in non-revenue  producing plant.59

does not change "58

1 5  4 . S ta ffs  P os ition

16 S ta ff be lie ve s  tha t the  fire  flow improve me nts  a re  a  ma tte r of public s a fe ty a nd s hould be

17 a pprove d. Mr. Iggie  te s tifie d tha t "[b]a s e d on the  Ta s k Force  Re port, the  propos e d fire  flow ca pita l

18 improvements  seem impe ra tive  for public sa fe ty" in the  Sun City a .rea .60 In addition, S ta ff re lie s  on

19 the  te s timony of the  S un City Fire  Dis trict Fire  Ba tta lion Chie f Ha nk Ols son who spoke  of a  fire  in a

20 four-ple x which burne d while  one  of two fire  trucks  wa s  se a rching for a  wa te r supply.61 S ta ff s ta te s

21 tha t ordina rily it would be  oppose d to a  me cha nism for re cove ry of pla nt inve s tme nt outs ide  a  ra te

22 case , but because  in this  case  the  proposed project costs  a re  s ignificant and a re  not a  "normal" system

upgrade , Staff be lieves the  FCRM should be  adopted.23

24

25

26

27

28

Staff responded to the  perception, or concern, expressed by some in this  case  tha t residents  of

Youngtown would be ne fit from the  propos e d fire  flow improve me nts  more  tha n the  cus tome rs

58 115 Ariz. At 535, 578 P.2d at 616.
59 Youngtown Reply Brief at 7.
60 Ex S-21, Iggie Direct at 6.
61 Tr at 218-219.
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1 loca ted in Sun City. S ta ff a rgues  tha t such pe rception is  not supported by the  facts  a s  the  te s timony

2 indica te s  tha t more  cus tome rs  in S un City tha n in Youngs town would dire ctly be ne fit.62 S ta ff note s

3 furthe r tha t the  Compa ny vie ws  its  sys te m a s  a  whole  a nd doe s  not follow politica l bounda rie s .63

4 S ta ff note s  tha t e xis ting fire  flow pla nt is  a lre a dy in ra te ba s e  a nd pa rt of the  ra te s  pa id by a ll

5 re s ide nts  in the  Dis trict, a nd the re  is  no ra te  diffe re nce  for thos e  ra te pa ye rs  tha t a re  re ce iving

6 ina de qua te  fire  flow. S ta ff concurs  with the  Compa ny tha t pa yme nt for the  fire  flow improve me nts

7 would not re s ult in a  "s ubs idy" by S un City cus tome rs  for Youngtovm improve me nts . S ta ff s ta te s

8 tha t subs idie s  do not e xis t in a  s ingle  ta riffe d zone .64 Furthe rmore , S ta ff s ta te s , the  Compa ny doe s

9 not ca lcula te  sepa ra te  cos ts  of se rvice  for Youngtown or Sun City or Peoria .

10 S ta ff a s se rts  tha t improving the  fire  flow will a llow a ll citize ns  of the  S un City Wa te r Dis trict

l l to rece ive  the  same leve l of se rvice .

12 sha ll es tablish or mainta in any unreasonable  diffe rence  as  to ra tes , charges , se rvice  facilities  or in any

13 othe r re spect, e ithe r be tween loca litie s  or be tween cla sse s  of se rvice . S ta ff be lie ve s  the  fire  flow

14 improvements  a re  necessa ry to provide  the  same  leve l of se rvice  to a ll ra tepayers . S ta ff notes  too tha t

15 the re  would be  be ne fits  to the  s ys te m from the  improve me nts  be yond fire  How, a s  the  ne w pipe s

16 could replace  old lea ldng pipes .

17

18

19 commis s ion ma y by orde r, rule  or re gula tion, re quire  e ve ry public s e rvice  corpora tion to ma inta in

20 a nd ope ra te  its  line , pla nt, s ys te m, e quipme nt a nd pre mis e s  in a  ma nne r which M11 promote  a nd

21 sa fegua rd the  hea lth and sa fe ty of its  employees , pa ssenge rs , cus tomers  and the  public ...." A.R.S .

22

23

24

25

26

27

28

e quipme nt a nd fa cilitie s  a s  will promote  the  sa fe ty, he a lth, comfort a nd conve nie nce  of its  pa trons ,

employees and the  public as  will be  in a ll respects  adequate , e fficient and reasonable ."

Sta ff a rgues  tha t the  issue  in the  ins tant case  is  not who benefits  from fire  flow improvements ,

a s  RUCO a rgue s , but ra the r who would own a nd control the  pla nt. As  it did in the  P a ra dise  Va lle y

62 Tr at 564.

63 Tr.at 567.
64 Tr at 404.
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1 ra te  ca s e  (Docke t No. W-01303A-05-0405), S ta ff dis a gre e s  with RUCO's  inte rpre ta tion of a nd

2  re lia n c e on Town of Gila  Be nd. S ta ff be lie ve s  the  fa cts  of Town of Gila  Be nd a re dis tinguis hable

3 from the  fa cts  in this  ca s e , a nd a ls o tha t RUCO mis inte rpre ts  the  le ga l holdings . S ta ff a rgue s  tha t

4 whe n the  court found tha t the  a gre e me nt did not viola te  the  Gift Cla us e , the  court's  prima ry re a s on

5 was  tha t "owners hip and control ove r the  wa te r line" remained with the  town.65 S ta ff s ta te s  the  court

6 furthe r conclude d tha t e ve n though the  priva te  compa ny be ne fite d from the  wa te r line , the  public a t

7 la rge  a ls o dire ctly be ne fite d.66 S ta ff a s s e rts  in  this  ca s e , the  Compa ny will ultima te ly own a nd

8 control the  pla nt, unlike  the  fa cts  in Town of Gila  Be nd. S ta ff s ta te s  tha t Town of Gila  Bend court

9 dis tinguishes  cases  where  ownership and control over an as se t remain with a  public entity from cases

10 whe re  a  priva te  e nte rpris e  be come s  the  owne r. S ta ff a rgue s  the  Town ofGila  Be nd ca s e doe s  not

l 1 addre s s  whe the r a  municipa lity may inves t public funds  in a  priva te  utility.

12 5. Effect of Proposed Surcharge

13 Ba s e d on a  to ta l e s tima te d cos t of d ie  tire  flow improve me nts  of $5 ,118,000, Arizona -

14 American projects  the  cumula tive  impact on of each s tep of the  FCRM on the  re s identia l monthly bill

15 as  follows:67

68Me dla n

Phase 3 Phase 4

$0.71 $1.01

$0.90 $1.29

pts of $2,688,642, Staff projects

Me d ia n

Phase 2

$0.23

$0.29

Phas e 3

$0.35

$0.45

Phase 4

$0.52

$0.67

16 Phase 1 Phase 2

17 $0.22 $0.46

18 Average69 $0.29 $0.58

19 Ba s e d on S ta ffs  e s tima te d cos ts  of the  fire  flow improve r

20

21 Phase 1

22 $0.09

23 $0.12

24 c .

25

26

27

28

Average

Ana lvs is  and Res olution

65 Town of Gila Bend, 107 Ariz. At 549, 490 P.2d at 555.
66Id.
67 Ex A-15 Revised, med January 18, 2008.
68 Based on median usage for the 5/8 inch meter of 6,500 gallons per month.
69 Based on average usage for the 5/8 'men meter of 8,300 gallons per month.
70 S-23 tiled January 16, 2008.
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Ba se d on the  fa cts  in this  ca se , we  find tha t the  fire  flow improve me nt proje ct, a s  se t forth in

the  Task Force 's  Report and as  presented during the  hearing, is  important to promote  and protect the

he a lth a nd sa fe ty of the  cus tome rs  of Arizona -Ame rica 's  S un City Wa te r Dis trllct. We  find tha t it is

in  the  pub lic  in te re s t fo r Arizona -Ame rica n  to  be g in  cons tructing  the  fire  flow fa cilitie s , a nd

5 authorize  the  Company to do so.

6 Unforttma te ly, the  Compa ny doe s  not ha ve  the  fina ncia l a bility to cons truct the  fa cilitie s  a nd

7 wa it until its  ne xt ra te  ca se  to be gin e a rning a  re turn on its  inve s tme nt. The  Compa ny ha s  propose d

8 the  FCRM tha t would a llow it to  comme nce  re cove ring its  inve s tme nt in  tire  flow fa cilitie s  a fte r

9  Commis s ion re vie w a nd orde r. Unde r the  propose d proce dure s  for imple me nting the  surcha rge ,

10  Arizona -Ame rica n  would  ha ve  to  s ubmit a ll invo ice s  re la te d  to  the  fire  flow p la n t a s  we ll a s

l l sche dule s  to de te rmine  if it is  me e ting its  a uthorize d re turn, a nd a ll pa rtie s  would ha ve  a  cha nce  to

12 re vie w those  cos ts  be fore  the  Commis s ion would imple me nt a  surcha rge . The  surcha rge  would be

13 subject to an ea rnings  te s t, unde r which if it is  de te rmined tha t the  imposition of the  surcha rge  would

14 ca us e  Arizona -Ame rica n to ove r-e a rn, the  a mount of the  s urcha rge  would be  de cre a s e d. The

15 surcharge  would not be  increased if it were  de te rmined tha t Arizona-American is  under-ea rning and it

16 would not be  impose d without a  Commiss ion orde r.

17 We find tha t based on the  pa rticula r facts  of this  case , tha t the  impos ition of the  FCRM is  fa ir

18 a nd re a s ona ble  a nd s hould be  a dopte d. We  do not a pprove  the  FCRM lightly a nd ha ve  give n the

19 public comme nts  ca re ful cons ide ra tion. Howe ve r, we  be lie ve  the  cons truction  of the  fire  flow

20 improve me nt proje cts  in this  ca se  to be  of sufficie nt importa nce  a s  a ffe cting public he a lth a nd sa fe ty

21 tha t the y me rit the  a ction we  ta ke . The  proje cts  we re  propos e d a nd una nimous ly a pprove d by a

22 community Ta sk Force . Without the  surcha rge , the  community would ha ve  to wa it a n unde te rmine d

23 pe riod of time  Lentil the  Company could contempla te  commencing cons truction, much le ss  comple te

24 the  proje cts . We be lieve  the  time has come to bring the  system up to current accepted s tandards for

25 fire  flow. The  evidence  in this  ca se  is  tha t cos ts  will only increase  the  longe r it takes  to makes  the se

26 improve me nts .

27 The  e ffect of the  surcha rge  on cus tomer bills  is  minima l. Assuming the  Company's  e s tima te s

28 of the  cos t of the  proje ct a re  corre ct, a fte r the  firs t pha s e  of the  proje ct is  comple te , a nd cos ts

1

2

3

4
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* * * =l= * * * * * *

1 reviewed, customers  us ing an average  of 8,300 ga llons  would see  a  surcharge  of $0.29 per month on

2  th e ir b ill,

3

4  Youngtown from pa ying  the  cos ts  o f the  p ro je cts . We  do not a cce pt RUCO's  a rgume nt tha t

5 Youngtown, or a ny othe r non-profit e ntity should pa y for the m. The se  proje cts  a re  not be ing ma de

6 for the  be ne fit of the  Town of Youngtown, but for the  re s ide nts  a nd cus tome rs  of the  Sun City Wa te r

7  Dis tric t . While  we  unde rs ta nd die  conce rns  of some  in the  community a bout the  impa ct on die ir

8 wa te r bills , we  be lie ve  Me  improve me nts  a re  ne e de d a nd tha t it is  not e quita ble  tha t s ome  curre nt

9 cus tome rs  ha ve  a de qua te  tire  flow, while  ma ny do not. The  ca s e  be fore  us  is  dis tinguis ha ble  from

10 the  s itua tion in P a ra dis e  Va lle y whe re  the  ra te  impa ct of the  tire  flow inve s tme nts  wa s  s ignifica ntly

l l grea te r because  the  inves tment was  be ing recove red ove r the  pe riod of cons truction a s  opposed to

12 ove r the  life  of the  a sse ts  a s  is  proposed for the  Sun City Wate r Dis trict.

13 Th u s ,  we  a p p ro ve  th e  F CRM a s  p ro p o s e d  in  th is  c a s e  a n d  a s  mo d ifie d  b y S ta ffs

14 recommenda tions . We  a re  approving the  surcharge  in the  context of a  ra te  case , and find tha t S ta ff" s

15 re comme nda tions  for a n e a rnings  te s t me e ts  conce rns  tha t the  surcha rge  ma y a ffe ct ra te s  without

16 cons ide ring the  impa ct on re turn on FVRB.

17

18 Ha ving cons ide re d die  e ntire  re cord he re in a nd be ing fully a dvis e d in the  pre mis e s , the

19 Commiss ion finds , concludes , and orde rs  tha t:

20

21 1. .Arizona -Ame rica n provide s  wa te r utility s e rvice  to a pproxima te ly 23,000 cus tome rs

22 in  its  S un City Wa te r Dis trict. The  S un City Wa te r Dis trict cove rs  roughly 18 s qua re  mile s  a nd

23 includes  a ll of Sun City and the  Town of Youngtown, a s  we ll a s  sma ll sections  of the  citie s  of Peoria

24 a nd S urpris e .

25 2. Arizona -Ame rica n's  S un City Wa te r Dis trict's  curre nt ra te s  we re  s e t in De cis ion No.

26 67093 (June 20, 2004).

27 3. On April 2, 2007, Arizona -American filed an applica tion for a  ra te  increa se  for its  Sun

28 City Wa te r Dis trict.

F INDING S  O F FACT
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1 On April 30, 2007, S ta ff file d a  le tte r s ta ting tha t the  a pplica tion me t the  sufficie ncy

2 re quire me nts  outline d in A.A.C. R14-2-103, a nd cla ss ifying the  Compa ny a s  a  Cla ss  A utility.

3 5. On May 16, 2007, the  Commiss ion convened a  Specia l Open Mee ting for the  purpose

4 of ta king public comme nt on the  ra te  incre a se  in this  ma tte r a s  we ll a s  Docke t No. WS -01303A-06-

5 0491, Arizona -Ame rica n's  the n pe nding ra te  ca se  for its  S un City a nd S un City We s t Wa s te wa te r

6  Dis tric ts .

7 6. By Procedura l Order da ted June  5, 2007, the  Commission se t the  matte r for hearing on

8 J a nua ry 7, 2008, e s ta blis he d proce dura l guide line s  a nd de a dline s  for filing te s timony a nd gra nte d

9 inte rve ntion to RUCO a nd SCTA.

10 7. On September 13, 2007, the  Commission granted inte rvention to Youngtown.

11 8. On  S e p te mb e r 1 9 ,  2 0 0 7 ,  Arizo n a -Ame rica n  file d  No tice  o f F ilin g  Affid a vit o f

12 Publica tion, indica ting tha t notice  of the  hea ring in this  ma tte r was  published on September 11, 2007,

13 in the  Da ily News-Sun.

14 9. On  S e p te mb e r 2 1 ,  2 0 0 7 ,  Arizo n a -Ame rica n  file d  No tice  o f F ilin g  Affid a vit o f

15 Cus tomer Notice , indica ting tha t the  notice  had been ma iled to Arizona -American's  Sun City Dis trict

16 cus tome rs .

17 10.

18 In te rve ne .

19 11. On Octobe r 15, 2007, RUCO file d the  Dire ct Te s timony of Ma ryle e  Dia z Corte z,

20  Willia m Rigs by a nd  Timothy Cole y; Young town file d  the  Dire c t Te s timony o f Ma yor Micha e l

21 Le Va ult a nd De puty Fire  Ma rs ha ll Ke n Rice ; a nd S ta ff file d the  Dire ct Te s timony of Ale xa nde r

22 `Igwe , S tephen Irvine  on cos t of capita l and Dorothy Ha ins .

23 12. On October 19, 2007, the  Commiss ion granted inte rvention to Mr. Downey.

24 13. On Octobe r 29, 2007, S ta ff file d a n Erra ta  for Mr. Irvine 's  cos t of ca pita l te s timony

25 file d on Octobe r 15, 2007, a nd file d Mr. Irvine 's  Dire ct Te s timony on ra te  de s ign, a s  we ll a s  Mr.

26 Iggie 's  Dire ct Te s timony a ddre s s ing the  re vis ion to S ta ffs  re comme nde d re ve nue  re quire me nt a nd

27 recommenda tions  regarding the  Company's  reques t for a  Public Safe ty Surcharge  Mechanism.

28 14. On Octobe r 29, 2007, RUCO filed Mr. Coley's  Direct Tes timony on ra te  des ign.

On Octobe r 3 , 2007, Willia m E. Downe y of S un City, Arizona , file d  a  Motion to

4.

38 DECIS ION NO.



DOCKET NO. W-01303A-07-0209

1 15. On Nove mbe r 30, 2007, Arizona -Ame rica n file d the  Re butta l Te s timony of Linda

2 Gutows ki, Bradley Cole , Cindy Da tig, and Thomas  Brode rick.

3 16. On De ce mbe r 14, 2007, RUCO file d the  S urre butta l Te s timony of Ms . Dia z Corte z,

4 Mr. Rigs by a nd Mr. Cole y, S ta ff file d the  S urre butta l Te s timony of Mr. Iggie , Ms . Ha ins , a nd Mr.

5 Irvine , a nd Youngtown file d the  Surre butta l Te s timony of Ma yor Le Va u1t.

6 17. On De ce mbe r 11, 2007, the  S CTA file d a  re que s t to withdra w from inte rve nor s ta tus

7 because  it was  not represented by an a ttorney as  required by Arizona  Supreme Court Rules  31 and 38

8

9 18. On De ce mbe r 21, 2007, Arizona -Ame rica n file d  the  Re joinde r Te s timony of Mr.

10 Broderick, Ms . Gutwos ld and Joseph E. Gros s .

11 19. On January 3, 2008, the  Commiss ion conducted a  Pre-Hearing Conference  to s chedule

12 witnes s es . The  Commis s ion granted the  SCTA reques t to withdraw as  an inte rvenor and invited it to

13 pres ent its  pos ition through public comment.

14 20. The  he a ring conve ne d a s  s che dule d on J a nua ry 7, 2008, be fore  a  duly a uthorize d

15 Adminis tra tive  Law J udge . At the  commencement of the  hea ring, the  Commis s ion hea rd comments

16 from a  numbe r of Arizona -Ame rica n S un City Dis trict cus tome rs , including die  S CTA. In a ddition

17 during the  public  comme nt s e gme nt of the  he a ring, Mr. Downe y withdre w a s  a n inte rve nor a nd

19

20 22.

21 proposed surcharge.

22 23. On J a nua ry 18, 2008, Arizona -Ame rica n file d la te -file d Exhibits  A-14, A-15 (re vis e d)

23 and A-16, conce rning the  Company's  inves tment policy conce rning fire  How inves tments , its  revis ed

24 ca lcula tion of the  e s tima ted bill impact of die  fire  flow prob act, and s ta tus  of low income  programs  in

18 provide d public comme nt.

21 I On J anua ry 14, 2008, Arizona -American filed Fina l Schedules .

On J a nua ry 16, 2008, S ta ff file d its  pos t-he a ring e xhibit on the  bill impa ct of the

25 Arizona-

26 24.

American's  regula ted s ta tes .

On J a nua ry 22, 2008, RUCO file d its  fina l pos t-he a ring s che dule s  a nd fina l ra te

27 design.

28 25. On J a nua ry 25, 2008, Arizona -Ame rica n file d a  Re s pons e  to a  billing is s ue  ra is e d
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1 during public comme nt.

2 26. On Fe brua ry 1, 2008, Youngtown file d la te -file d e xhibits  conce rning fire  los se s  a nd

3 fire  sprinkle r sys tem costs .

4 27. On Februa ry 13, 2008, RUCO, Youngtown, S ta ff and Arizona -American filed Clos ing

5  Brie fs .

6 28. On February 27, 2008, RUCO, Youngstown and Sta ff filed Reply Brie fs .

7 29. On Fe brua ry 28, 2008, Arizona -Ame rica n file d its  Re ply Brie f.

8 30. In April 2008, the  Commiss ion re ce ive d a pproxima te ly 60 a dditiona l e ma ils  from Sun

9 City re s ide nts  oppose d to the  fire  flow improve me nt proje ct.

10 31. In the  Te s t Ye a r e nde d De ce mbe r 31, 2006, the  Compa ny e xpe rie nce d Ope ra ting

l l Income of $755,506, on tota l revenues of $7,688,479, for a  2.99 percent ra te  of re turn on FVRB.

12 32. The  Compa ny re que s te d ra te s  tha t would re s ult in tota l re ve nue s  of $9,711,596, a

13 re ve nue  incre a se  of $2,023,117, or 26.3 pe rce nt. RUCO re comme nde d ra te s  tha t would yie ld tota l

14 re ve nue s  of $9,496,831, a n incre a s e  of $l,806,508, or 23.5 pe rce nt. S ta ff re comme nde d tota l

15 revenues of $9,632,551, an increase  of 81,944,072, or 25.3 percent.

16 33. As discussed here in, the  Company's FVRB is  de te rmined to be  $25,295,922

17 34. As discussed here in, an appropria te  and reasonable  capita l s tructure  for the  Company

18 is  61.0 pe rcent debt and 39 pe rcent equity. The  cos t of debt is  5.5 pe rcent, and an appropria te  and

19 reasonable  cos t of equity is  10.8 pe rcent.

20 35. For Arizona -Ame rica n's  S un City Wa te r Dis trict, a  fa ir va lue  ra te  of re turn on FVRB

21 of 7.6 percent is reasonable and appropriate.

22 36. Arizona-American's Sun City Water District's gross revenue should increase by

23 $1,907,202.

24 37.

25 adopted.

26 38. The rate design proposed by Staff and as modified in the discussion herein should be

27 adopted in this proceeding.

28

The  Low Income  Program, a s  discussed he re in, is  fa ir and rea sonable  and should be
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1 39. The  fire  flow improve me nt proje ct, a s  s e t forth in the  Ta s k Force 's  Re port, a nd a s

2 pre s e nte d during the  he a ring, is  importa nt to  promote  a nd prote ct the  he a lth  a nd s a fe ty of the

3 cus tome rs  of Arizona -Ame rica 's  Sun City Wa te r Dis trict.

4 40. The  fire  flow improve me nt proje ct include s  fa cilitie s  to  be  ins ta lle d  in  S un City,

5 Youngtown and Peoria .

6 41. It is  in the  public inte re s t for Arizona -Ame rica n to be gin cons tructing the  tire  flow

7 facilitie s , and it is  rea sonable  to authorize  the  Company to do so.

8 42. We  do not make  any de te rmina tion of the  proposed fire  flow capita l improvements  a s

9 "used and use ful," but de fe r such de te rmina tion until the  Company's  next ra te  case .

10 43. Ba s e d on the  pa rticula r fa cts  of this  ca s e , the  impos ition of the  FCRM a s  s e t forth

l l he re in is  fa ir and reasonable  and should be  adopted. Initia lly, the  FCRM is  se t a t ze ro.

12 44. Be fore  the  Commiss ion implements  a  s tep increa se  to the  FCRM, the  Company sha ll

13 comple te  the  pha se  improve me nts  a nd sha ll file  a n a pplica tion with the  Commiss ion, providing the

14 following informa tion, a s  we ll a s  s uch informa tion as  S ta ff ma y re a sona bly re quire  to a na lyze  the

15 filing: (i) the  most current ba lance  shee t; (ii) the  most current income  s ta tement; (iii) an ea rnings  te s t

16 s che dule  (cons is te nt with De cis ion No. 66400), (iv) a  ra te  re vie w s che dule  (including incre me nta l

17 a nd pro  forma  e ffe cts  of the  propos e d incre a s e ), (v) a  re ve nue  re quire me nt ca lcula tion, (vi) a

18 s urcha rge  ca lcula tion; (vii) a n a djus te d ra te  ba s e  s che dule , (viii) a  CWIP  le dge r (for e a ch proje ct

19  s howing a ccumula tion  of cha rge s  by month  a nd pa id  ve ndor invoice s ), (ix) ca lcula tion  of the

20 a lloca tion factors , and (x) a  typica l bill ana lys is  under present and proposed ra te s .

21 45. The  FCRM will not be  re -se t without an Orde r of the  Commiss ion.

22 46. The  FCRM will be  subject to an earnings  tes t as  recommended by Sta ff.

23 47. Th e  Ma ric o p a  Co u n ty E n viro n me n ta l S e rvic e s  De p a rtme n t ("MCE S D") h a s

24 de te rmine d tha t the  Sun City Wa te r Dis trict sys te m is  curre ntly de live ring wa te r tha t me e ts  the  wa te r

25 qua lity s ta nda rds  re quire d by Arizona  Adminis tra tive  Code , Title  18, Cha pte r 4.

26 48. The  Compa ny's  S un City Dis trict is  within the  P hoe nix Active  Ma na ge me nt Are a

27  ("AMA") a nd  is  in  complia nce  with  the  Arizona  De pa rtme n t o f Wa te r Re s ou rce s  ("ADWR")

28 monitoring and reporting rule s .
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1 49. S ta ff re ports  tha t Arizona -Ame rica n's  Sun City Wa te r Dis trict ha s  a  10 pe rce nt wa te r

2 los s  in the  Te s t Ye a r. S ta ff s ta te s  tha t the  wa te r los s  is  within a cce pta ble  limits . S ta ff doe s  not

3 recommend any specific reporting a t this  time , but recommends  tha t if wa te r loss  a t any time  be fore

4 the  next ra te  case  is  grea te r than 10 pe rcent, the  Company sha ll devise  a  plan to reduce  wa te r loss  to

5 less  than 10 percent, or prepare  a  report conta ining a  de ta iled ana lysis  and explana tion demonstra ting

6 why a  wa te r loss  reduction to 10 pe rcent or le ss  is  not feas ible  or cos t e ffective .

7 50. Sta ff has  no objection to the  Company's  suggested wate r usage  form, and agrees  with

8 the  Compa ny tha t it ma y us e  its  a nnua l re port to tra ck wa te r los s , a s  long a s  wa te r us a ge  da ta  is

9 reported on a  individua l sys tem bas is  in the  Company's  annua l report.

10 51. The Company has an approved cross connection ta riff.

l l 52. The Company has adequate  production and storage capacity.

12 53. The  Company is  current with its  sa le s  and use  tax and prope rty tax obliga tions  and is

13 in compliance  with Commiss ion orders  and rules  and reporting requirements .

14 54. Because  an a llowance  for the  prope rty tax expense  of die  Company is  included in the

15 Company's  ra tes  and will be  collected from its  customers , the  Commission seeks assurances  from the

16 Compa ny tha t a ny ta xe s  colle cte d firm ra te pa ye rs  ha ve  be e n re mitte d to the  a ppropria te  ta xing

17 a uthority. It ha s  come  to the  Commis s ion's  a tte ntion tha t a  numbe r of wa te r compa nie s  ha ve  be e n

18 unwilling or una ble  to fulfill the ir obliga tion to pa y the  ta xe s  tha t we re  colle cte d from ra te pa ye rs ,

19 some for a s  many as  twenty yea rs . It is  reasonable , the re fore , tha t a s  a  preventive  measure  Arizona-

20 Ame rica n a nnua lly file , a s  pa rt of its  a nnua l re port, a n a ffida vit with the  Utilitie s  Divis ion a tte s ting

21 tha t the  Company is  current in paying its  property taxes  in Arizona ..

22 CONCLUS IONS  OF LAW

23 1. Arizona -American is  a  public se rvice  corpora tion pursuant to Article  XV of the

25 2. The Commission has jurisdiction over Arizona-American and the subject matter of the

26 applica tion.

27 3.

28 4.

Notice of the proceeding was provided in conformance with law.

The  fa ir va lue  of Arizona -Ame rica n 's  S un City Wa te r Dis trict ra te  ba s e  is
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1 $25,295,922, and applying a  7.6 percent ra te  of re turn on this  fa ir va lue  ra te  base  produces  ra tes  and

2 charges that are just and reasonable.

3 5. The rates and charges approved herein are reasonable.

4 6. The  proposed fire  flow improvement projects , a s  se t forth in the  Youngs town/Sun City

5 Fire  Flow Task Force  Report promote  the  hea lth and sa fe ty of the  Sun City Wate r Dis trict cus tomers

6 and are being implemented in a fair and equitable manner.

7 7. Based on the particular facts of this case, the FCRM as proposed by the Company, and

8 as modified by Staff" s recommendations, is fair and reasonable, and will not affect Arizona-American

9 Water Company's authorized return on fair value rate base.

10 water loss and water loss reporting are8. Staff' s recommendations concerning

11 reasonable and should be adopted.

ORDER1 2

13 IT IS  THEREFORE ORDERED tha t Arizona -American Wa te r Company is  he reby authorized

14 a nd dire cte d to file  with the  Commis s ion, on or be fore  Ma y 30, 2008, the  following s che dule s  of

15 re vis e d ra te s  a nd cha rge s  for its  S un City Wa te r Dis trict, which s ha ll be  e ffe ctive  for a ll s e rvice

16 rendered on and a fte r June  1, 2008 :

17 Monthly Usage  Charge :

1 8

1 9

20

21

22

23

24

5/8" & W' meter .- residential - low income71
5/8" meter
%" meter
1" meter
1 W' meter
2" meter
3" meter
4" meter
6" meter
8" meter

$4.00
7.99
7.99

20.49
40.97
65.56

131 .12
204.87
409.73
655.58

25

26

27

28 71 Restricted to 1,000 qualified participants

Ittiga ti0n 1"
Im'ga tion 1.5"
Irriga tion 2"
Irriga tion 3"
Initia tion  4"
Irriga tion 6"

20.49
40.97
65.56

131.12
204.87
409.73
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1

2

3

P riva te  Fire  3"
P riva te  Fire  4"
P riva te  Fire  6"
P riva te  Fire  8"
P riva te  Fire  10"

11.14
17.23
36.21
47.28
68.34

4
6.90
6.90
6.95

5

P ublic Inte rruptible  3"
P ublic Inte rruptible  8"
S ta ndby - City of Pe oria
Centra l Arizona  P roject Raw

6 Commodity Rates - per 1,000 gallons

7

8

5/8" meter - residential
From 1 to 3,000 gallons
From 3,001 to 10,000 gallons
Over 10,000 gallons

$0.7190
1.3290
1.6920

9

10

11

3/4" me te r - re s ide ntia l
From 1 to 3,000 ga llons
From 3,001 to 10,000 ga llons
Over 10,000 ga llons

$0.7190
1.3290
1.6920

12

13

5/8" me te r .- commercia l
From 1 to 10,000 ga llons
Over 10,000 ga llons

1.3290
1.6920

14

15

%" meter .-. commercia l
From 1 to 10,000 ga llons
Over 10,000 ga llons

1.3290
1.6920

16

17

1" meter .... res identia l & commercia l
From 1 to 43,000 ga llons
Over 43,000 ga llons

1.3290
1.6920

18

19

1 W' meter .... res identia l & commercia l
From 1 to 98,000 ga llons
Over 98,000 ga llons

1.3290
1.6920

20

21

2" me te r - re s ide ntia l & comme rcia l
From 1 to 164,000 ga llons
Over 164,000 ga llons

1.3290
1.6920

22

23

3" me te r - re s ide ntia l & comme rcia l
From 1 to 342,000 ga llons
Over 342,000 ga llons

1.3290
1.6920

24

25

4" meter -. residential & commercial
From 1 to 543,000 gallons
Over 543,000 gallons

1.3290
1.6920

26

27

6" me te r - re s ide ntia l & comme rcia l
From 1 to 700,000 ga llons
Over 700,000 ga llons

1.3290
1.6920

28 8" me te r - re s ide ntia l & comme rcia l
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From 1 to 1,450,000 ga llons
Ove r 1,450,000 ga llons

1.3290
1.69201

2

3

4

5

Irriga tion  l" - a ll ga llons
Irriga tion  1 .5" - a ll ga llons
Irriga tion  2" - a ll ga llons
Irriga tion 3" .- a ll ga llons
Imlga tion 4" .- a ll ga llons
Irriga tion  6" - a ll ga llons

1.0604
1.0604
1.0604
1.0604
1.0604
1.0604

7

8

P riva te  Fire  3" a ll ga llons
6 P riva te  Fire  4" a ll ga llons

P riva te  Fire  6" a ll ga llons
P riva te  Fire  8" a ll ga llons
P riva te  Fire  10" a ll ga llons

0.9828
0.9828
0.9828
0.9828
0.9828

9

10

P ublic  inte rruptible  3" a ll ga llons
P ublic  inte rruptible  8" a ll ga llons
S ta ndby - c ity of P e oria  - a ll ga llons
Ce ntra l Arizona  P roje ct Ra w .- a ll ga llons

0.9282
0.9828
0.9828
0.8480

11

12 S e rvice  Line  a nd Me te r Ins ta lla tion
Cha rge s  (Re funda ble ): Lin e Me te r To ta l

13

14

15

16

17

18

19

5/8" Me te r
3/4 " Me te r
1" Me te r
1 W' Me te r
2" Turbine  Me te r
2" Com pound Me te r
3" Turbine  Me te r
3" Com pound Me te r
4" Turbine  Me te r
4" Cornpotm d Me te r
6" Turbine  Me te r
6" Com pound Me te r
O ve r 6"

$370
370
420
450
580
580
745
765

1,090
1,120
1,610
1,630

cost

$130
205
240
450
945

1,640
1,42o
2,195
2,270
3,145
4,425
6,120

cost

S 500
575
660
900

1,525
2,220
2,165
2,960
3,360
4,265
6,035
7,750
cost

20

21 S e rvice  Cha rge s :

22

23

24

25

Establishment and/or Reconnection $30.00
Establishment and/or Reconnection (after hours) 40.00
Meter Test 10.00
NSF Check 10.00
Meter Re-Read 5 .00
Deposit (a)
Deposit Interest (a)
Collection of any privilege, sales, use and franchise taxes(b)

26

27
(a ) P e r Com m is s ion Rule  AAC R14-2-403B
(b) P e r Com m is s ion Rule  AAC R14-2-409D

28
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1 IT IS  FURTHER ORDERED tha t Arizona -Ame rica n Wa te r Compa ny s ha ll notify its  S un

2 City Wa te r Dis trict cus tome rs  of die  re vis e d s che dule s  of ra te s  a nd cha rge s  a uthorize d he re in by

3 means  of an inse rt, in a  form acceptable  to S ta ff, included in its  next regula rly scheduled billing.

4 IT IS  FURTHER ORDERED tha t Arizona -Ame rica n  Wa te r Compa ny is  a ud io rize d  to

5 comme nce  cons truction of the  propose d fire  flow improve me nt proje ct a s  s e t forth in the  Fire  Flow

6 Task Force  Report and discussed he re in.

7 IT IS  FURTHER ORDERED tha t no de te rmina tion is  ma de  a t this  time  of the  propose d fire

8 flow im prove m e nt proje cts  a s  "us e d a nd us e ful" for fum e  ra te  m a king tre a tm e nt.

9 IT IS  FURTHER ORDERED tha t the  tire  flow cos t recove ry mechanism, a s  discussed he re in,

10 is  approved, and the  fire  flow cos t recove ry surcha rge  sha ll initia lly be  se t a t ze ro.

l l IT IS  FURTHER ORDERED tha t to imple me nt a  s te p incre a se  for the  fire  flow cos t re cove ry

12 me cha nis m, Arizona -Ame rica n Wa te r Compa ny s ha ll file  the  following s che dule s : (i) the  mos t

13 curre nt ba la nce  s he e t; (ii) the  mos t curre nt income  s ta te me nt, (iii) a n  e a rnings  te s t s che dule

14 (cons is te nt with De cis ion No. 66400), (iv) a  ra te  re vie w s che dule  (including incre me nta l a nd pro

15 forma  e ffe cts  of the  propos e d incre a s e ), (v) a  re ve nue  re quire me nt ca lcula tion; (vi) a  s urcha rge

16 ca lcula tion; (vii) a n a djus te d ra te  ba s e  s che dule ; (viii) a  CWIP  le dge r (for e a ch proje ct s howing

17 a ccumula tion of cha rge s  by month a nd pa id  ve ndor invoice s ), (ix) ca lcula tion of the  a lloca tion

18 factors; and (x) a  typica l bill ana lysis  under present and proposed ra tes .

19 IT IS  FURTHER ORDERED tha t Arizona -Ame rica n Wa te r Compa ny's  a pplica tion for the

20 imple me nta tion of a  FCRM s te p incre a s e  s ha ll be  s ubje ct to a n e a rnings  te s t, a nd the  propos e d

21 s urcha rge  de cre a s e d if it is  de te rmine d tha t Arizona -Ame rica n Wa te r Compa ny would e xce e d its

22 a uthorize d ra te  of re turn for its  S un City Wa te r Dis trict a s  a  re sult of the  imple me nta tion of the  s te p

23 increa se . Any proposed FCRM s tep increa se  will not be  increa sed if the  ea rnings  te s t indica te s  tha t

24 Arizona -American Wa te r Company is  unde r-ea rning its  authorized ra te  of re turn.

IT IS  FURTHER ORDERED tha t a ny pa rty to this  proce e ding, a s  we ll a s  a ny a ppropria te

future  inte rve nor, sha ll be  e ntitle d to re vie w the  ma te ria ls  tha t Arizona -Ame rica n Wa te r Compa ny

25

26

27

28

file s  in connection with the  FCRM, and may file  comments  or objections  the re to.

IT IS  FURTHER ORDERED tha t no FCRM s te p incre a s e  s ha ll be  imple me nte d without a n
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1 Order of the Commission, and any finding concerning the fire  flow project facilities shall be subject

2 to further review and potential adj vestment in Arizona-American Water Company's next rate case,

3 IT IS FURTHER ORDERED that Arizona-American Water Company shall file a rate case for

4 its Sun City Water District no later than June 30, 2012, and the fourth proposed step increase for the

5 FCRM, or any prior phase of the project that has not been approved as of June 30, 2012, may be

6 considered as part of the next rate case.

7 IT IS FURTHER ORDERED that if water loss for Arizona-American Water Company's Sun

8 City Water District a t any time before  the  next ra te  case  is  greater than 10 percent, the  Arizona-

9 American Water Company shall devise a plan to reduce water loss to less than 10 percent, or prepare

10 a report containing a detailed analysis and explanation demonstrating why a water loss reduction to

l l 10 percent or less is not feasible or cost effective.

12 IT IS FURTHER ORDERED that Arizona-American Water Company may use  its  annual

13 report to track water loss, as long as water usage data is reported on a individual system basis in the

14 annual report.

15 1 » I

16 • I »

17 • I .

18 • I 1

19 a . |

20 1 . I

21 O 1 u

22

23

24

25

26

2 7

28
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COMMISSIONERCHAIRMAN

COMMISSIONERCOMMISSIONER COMMISSIONER

IN WITNESS WHEREOF, 1, BRIAN c. McNEIL, Executive
Director of the Arizona Corporat ion Commission, have
hereunto set  my hand and caused the official seal of the
Commission to be affixed at the Capitol, in the City of Phoenix,
this day of , 2008.

BRIAN c. McNEIL
EXECUTIVE DIRECTOR

DIS S E NT

DIS S E NT

J R:
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1 IT IS  FURTHER ORDERED tha t Arizona -Am e rica n Wa te r Com pa ny s ha ll a nnua lly file  a s

2 pa rt of its  a nnua l re port, a n a ffida vit wide  the  Utilitie s  Divis ion a tte s ting tha t the  Compa ny is  curre nt

3 in pa ying its  prope rty ta xe s  in Arizona .

4 IT IS  FURTHER ORDERED tha t this  De cis ion s ha ll be come  e ffe ctive  imme dia te ly.

5 BY OR DER  OF  THE AR IZONA C OR P OR ATION C OMMIS S ION.

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28



S ERVICE LIS T FOR: ARIZONA
DISTRICT

AMERICAN S UN CITY WATER
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P a ul M. Li, Esq. ,
ARIZONA-AMERICAN WATER COMP ANY
19820 North Seventh Stree t, Suite  201
P hoe nix, AZ 85024

1
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3  DOCKETNO.:

4

5.

6

7

8

9

10

Cra ig A. Ma rks , Es  .
CRAIG A. MARKs , P LC
3420 East Shea  Blvd., Suite  200
P hoe nix, AZ 85028

1 1

Scott Wakefie ld, Chie f Counse l
RE S IDE NTIAL UTILITY
CONS UMER OFFICE
1110 W. Suite  220
P hoe nix,

Washington Stree t,
Arizona  85007

15

Tra c  S  e o n
12 s tJ n yc 8 y TAXP AYE R S  AS S O C IATIO N

12630 North l 03rd Ave nue , S uite  144
13 S un City, AZ 85351-3476

14 Willia m P . S ulliva n, Es q.
S us a n D. Goodwin, Es q.
La rry K. Uda ll,
CURTIS ,  GOOD IN,  S ULLIVAN,
UDALL & S C HWAB,  P .L.C .
501 Ea s t Thoma s  Roa d
P hoe nix, AZ 85012-3205

17 Attorne ys  for Town of Youngtown

16

18 Lloyd Robins on, Town Ma na ge r
TOWN OF YOUNGTOWN

19 12030 Clubhouse Square
Youngtown, AZ 85 63

20

21

22

Chris tophe r Ke mple y, Chie f Couns e l
Le ga l Divis ion
Arizona  Corpora tion Commis s ion
1200 W. Wa s hington S tre e t
P hoe nix, Arizona  85007

23

24

25

Erne s t J ohns on, Dire ctor
Utilitie s  Divis ion
Arizona  Corpora tion Commis s ion
1200 W. Wa s hington S tre e t
P hoe nix, Arizona  85007

26

27

28
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